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¢ In the Record « 


A Veep in Charge of the Future? 


Although no cooperating companies report that they have 
a “vice president in charge of the future,” this month’s 
survey of business practices shows that long-range planning 
is a fairly common practice in industry today. Planning for 
a period of more than one or two years ahead is considered 
a most important factor of development in many companies. 
But the methods of deciding in which fields to plan, and of 
doing the actual planning, are many. For industry’s views 
on merits and methods, see page 324. 


Patman vs. Douglas et al. 


Under date of June 26, 1952, Representative Wright 
Patman, as chairman of a Subcommittee on General Credit 
Control and Debt Management, transmitted a report on 
“Monetary Policy and the Management of the Public Debt” 
to Senator O’Mahoney, chairman of the Joint Committee 
on the Economic Report. 

Senator Ralph E. Flanders, a member of the Patman sub- 
committee and formerly President of the Federal Reserve Bank 
of Boston, concurred in the report as submitted but interposed 
certain dissents and comments at points throughout the 
document. . . . Senator Douglas, long-time professor of eco- 
nomics at the University of Chicago and elsewhere, dissented, 
and appended a statement of his views in extenso. . . . Cer- 
tain of the assertions in the Patman report have likewise 


been challenged as not in accord with the facts of history. 
Turn to page 329 for a presentation of some of these dif- 

ferences of opinion. 
° 


Who'll Buy the Houses? 


Yesterday’s home builder got along pretty well by being 
a home builder and not a philosopher. Until recently, a few 
bricks, some two-by-four’s, and a little skill were all the 
ingredients needed for a profitable building venture. Questions 
of who would buy the house, when finished, were strictly 
academic: buyers were queued up before the foundation was 
dug. But so many of these holes were dug, they no longer 
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appear to be a novelty. Few homebuyers can now be seen 
crowding around new home sites. Birth rates and marriage 
rates, replacement markets and the like are now admixtures 
to the brew of the profitable building venture. To see how 
this recipe works for today’s home builders turn to page 316. 


So How Much Taxes DO You Pay? 


Although August is a long way from March, it’s still a good 
time to take a look at how the taxpayer is doing. For one 
thing, preliminary figures are now in on the record-breaking 
load he carried in the fiscal yeay ended last June. For another, 
the indications are that the total bill will be even larger this 
year. Finally, with many of the post-Korean tax boosts 
expiring next year, questions of tax policy will soon be rearing 
their complicated heads. 

So now’s the time to take a look at how we taxpayers are 
doing—and will be doing. The problem of arriving at in- 
telligible answers is tackled, beginning on page 299. Some 
comparisons are also made with pre-Korea and the peak tax 
effort of World War II. 


Also Not To Be Overlooked— 


The steel strike lasted eight weeks. During that time— 
on the surface at least—business conditions continued stable. 
For some of its subsurface effects see Business Highlights 
(page 294). . . . It’s been a long time since we’ve had a 
“normal” market for durables. So how can we tell whether 
this last year’s durables sales have been below normal, 
normal, or above normal? This is not an academic but a 
very practical question (page 320). . . . When the Korean 
war broke out, the railroad equipment companies foresaw an 
acute freight-car shortage, a tremendous need for materials 
allocations, an unlimited market. What has happened to 
these expectations (page 307)? . . . Turn to page 313 for 
a look at savings. It’s a chart and table feature... . Sorry 
we had to omit Business Forecasts, a regular Business Record 
department, from this issue for lack of space. It will be 
back next month... . 


STEEL IN THE OUTLOOK 


The strike has put new vigor into the flattening trend of defense 
and defense-related demand 


tions continued stable during the eight weeks 
of the steel strike. 

e Neither raw materials prices nor the general 
wholesale price level has shown any trend for the 
past several months. The consumer price level has 
maintained the sluggish upward drift that began early 
in the year, with slow rises in foods, rents, and serv- 
ices offsetting slow declines in apparel and house- 
furnishings. 


O* THE SURFACE, at least, business condi- 


STRIKE-LOSS OFFSETS 


e In May, personal income rose slightly, as wages 
in distributive and service industries gained, along 
with proprietors’ income (owing to improved retail 
trade), and government wage payments (reflecting 
an increase in the base pay rates of the armed forces). 
These factors more than offset strike losses in steel 
and petroleum. In June, strike losses were confined 
largely to the steel industry itself; and these losses 
were apparently offset in part by improving produc- 
tion rates in some soft goods. Personal income for the 
month was apparently at about the lowest monthly 
level for 1952, but not low enough to pull second- 
quarter disposable income significantly below the 
first-quarter level. (Because of the rising trend of 
living costs, real disposable income has apparently 
declined for the third successive quarter.) In July, 
income apparently subsided further. 

e Judging from department store sales, retail trade 
in soft goods continued, in June and early July, to 
maintain the very satisfactory rates achieved in May. 
However, car sales suffered from a sharp tightening 
up of trade-ins and allowances as it became clear that 
car output was bound to fall off because of steel short- 
ages. Dealers’ stocks of new cars moved down some- 
what during June, and were probably going down fast 
in July, but for both months the decline reflects pre- 
dominantly the strike-induced slide of output, rather 
than any improvement in sales. At least in June, sales 
of household goods continued the expansion begun 
in May. 

e The June survey of the Census Bureau found no 
significant change in employment, other than the ex- 
pected influx of students into the labor force (which 
raised unemployment somewhat), and a sharp rise in 
agricultural employment. Nonagricultural employ- 
ment continued stable. State unemployment insur- 


ance claims were generally on the rise in June, but the 
rise was modest, since steel workers themselves do 
not qualify, and secondary unemployment was not 
yet widespread. In July, the rise was apparently ac- 
celerated: as the strike ended, unemployment owing 
to the strike was estimated, roughly, at 2 million. 

e Construction activity in recent months has con- 
tinued at a high level. But the sharp advance in the 
seasonally adjusted rate that occurred during the first 
quarter has changed to a more or less normal seasonal 
fluctuation, with continuing gains in public construc- 
tion being offset by a slow slackening of the pace in 
private residential and industrial building. 

e The strike has not interrupted the gradual dis- 
mantling of controls over prices and credit. Budget 
cuts are forcing OPS to suspend active ceilings 
throughout most of the consumer sector. And indi- 
cations are that the provisions of the new Defense 
Production Act will require suspension of Regula- 
tion X on residential building some time in the fall. 


UNDERNEATH THE SURFACE 


e Even electric power output indicated little effect 
from the strike. Only in the central industrial area, 
hardest hit by shutdowns, did output fall below a 
year ago: elsewhere, convenient increases in air-condi- 
tioning installations and rises in population held 
power sales above a year ago, although percentage 
gains were shrinking when the strike ended. 

e The stock market exhibited strength steadily in 
June and early July, taking only occasional notice of 
the growing number of plant shutdowns. 

In short, outside of the industrial production index 
and freight carloadings and coal production, one could 
find little statistical evidence that anything unusual 
was happening. 


Behind this apparent stability, however, the steel strike 
has done some fundamental things to business conditions. 
Four weeks of steel famine would have revised the out- 
look for steel itself?; eight weeks have reshaped the trend 
of defense and related activity. 


1The act provides that the regulation will be suspended whenever 
housing starts, seasonally adjusted, fall below a 1.2-million annual 
rate for three consecutive months. The rate was below that level 
in June, and was expected to remain below it in July. 

*The strike has, of course, wiped out any doubts about the operating 
rate in steel during the fourth quarter. At the same time, the evi- 
dence the strike has adduced regarding the abundance of inventory 
prior to the strike has confirmed the opinion, expressed by several 
executives of the industry, that production was likely to weaken 
significantly in the fourth quarter. 


BUSINESS RECORD 


In two months, the steel strike has worked its way 
deep into the outlook for the rest of this year and for 
the early part of 1953. And as it has worked its way, 
it has apparently clarified the situation. Not since the 
waning of the first post-Korean inflationary wave in 
the fall of 1950 has there been such unanimity in the 
six-month projections of forecasters. 

A year ago, opinion surveys were disclosing a wide 
disparity of views on the outlook. On the one hand, 
consumer goods industries, depressed by widespread 
imventory liquidation and slack trade, were looking 
down. Regulations W and X were on the books, and 
were apparently going to stay there for some time. 
Where production was not being curtailed by market 
conditions or by credit controls, metal shortages were 
threatening. Margins at manufacturer, distributor 
and retail levels were contracting throughout con- 
sumer industries. And the outlook for costs, with the 
exception of certain raw materials, was still up. 

On the other side of the fence, however, the grass 
was still a rich green. For capital goods industries, 
backlogs were still rising, as they were, of course, for 
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defense goods. For both areas, materials and machine 
tools were still the primary limitations on production. 
To the extent that margins were narrowing, expand- 
ing volume could be expected to maintain pre-tax 
earnings at high levels. 

At year-end, this disparity in the outlook of the 
consumption and investment sectors persisted. The 
consensus of “up slowly” that emerged out of the 
barrage of new-year forecasts represented a rough 
weighing of these conflicting trends. 


CONVERGING OUTLOOKS 


But starting in April, and increasingly in May and 
June, the divergent outlooks began to converge. There 
was still agreement on a moderate rise for aggregate 
business in the second half, but the strength in the 
outlook had begun to swing toward the consumer sec- 
tor, and away from defense and capital goods. 

For consumer industries, the strengthening of the 
outlook was owing to (1) the end of inventory liquida- 
tion at retail; (2) the end of Regulation W; (3) a 

See Highlights in January, 1952, Business Record. 


Man Hours in Manufacturing— 


Prior to the steel strike in June, the slow downward trend of total manufacturing 
man-hours reflected a lower rate of advance in defense, a five-month decline in 
capital goods, and continued slackening in raw materials (accelerated in April and 
May by shutdowns in steel and petroleum). Aggregate activity in consumer indus- 
tries showed signs of stabilizing at pre-Korea levels. 
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higher-than-expected rate of home building; and (4) 
some improvement in retail sales themselves. 

In the investment sector, the weakening of expec- 
tations found in surveys by Tue Conrerence Boarp' 
and the National Association of Purchasing Agents? 
reflected the flattening of private industrial con- 
struction, the sagging of new orders for capital goods, 
and the evident fact that expansion of defense pro- 
duction could no longer maintain the mercurial rate of 
the previous year. 

At least in terms of production, such a shift of 
strength, from the $80-billion defense-and-expansion 
sector to the $150-billion consumer goods sector, was 
evidently imminent prior to the strike. Accumula- 
tion of BLS man-hour data (which offer much greater 
detail on output than the industrial production index) 
indicates a slowing of the rate of advance of defense 
production, the beginning of decline in capital goods 
industries, an apparent trough in consumer industries 
(see chart) 


WHERE THE BLOWS FELL 


However, the strike has effectively delayed the 
transition for several months. The two-month cessa- 
tion of steel flow has worked out to be a highly selec- 
tive tool for interrupting the production of defense 
items and producers’ durable goods (including steel 
itself), with only a minimal effect on the supply of con- 
sumer goods (excluding automobiles). The plate, rod, 
and high alloys required for defense were in thin 
supply before the strike. For consumer hard goods 
(again excluding automobiles), inventories of sheet, 
strip, and other noncritical items were abundant. Ex- 
isting stocks of finished goods and the release by NPA 
of warehouse stocks of noncritical steel to durables 
producers still seem likely to prevent any serious inter- 
ference with consumer durables markets while steel 
supply recovers, barring an improbably sharp rise in 
demand.4 And consumer soft goods production has 
been, of course, almost totally immune to the effects of 
the strike. 

At the same time, the markets for all consumer 
goods have been somewhat weakened by the loss of 
income attributable to direct and indirect effects of 
the strike. The gross loss during June apparently 
equaled about $3 billion (annual rate); for July, it 
was doubtless much higher. 

As of mid-July, it was hard to find the reflection 
of this loss in retail trade. While bank debit figures, 

11952: Fading Optimism,” Business Record, June, 1952. 

*Bulletin, July 2, 1952. 

%And a continuing slow decline of activity in raw materials indus- 
tries. Adjustment in these industries, in general, lagged behind the 


rate of adjustment in consumer industries, and is still continuing 
in some areas; ¢.g., paper and paperboard. 

‘See “How Big Are the Durables Markets ?”’, page 320. In automo- 
biles, the only consumer market yet affected by the strike, part of the 
loss of output is expected to be balanced out by a permanent loss 
of demand for 1952 models. 


by city, showed the falling off of payrolls, and statis- 
tics on unemployment insurance claims were rising in 
affected states, department store sales were still per- 
forming about as well in industrial centers as in the 
rest of the country. However, its effects could be ex- 
pected to have spread significantly in July. And 
affected workers were going into debt (or reducing 
savings) in June and July, which suggests the need for 
a somewhat higher saving rate among these families 
in coming months. 

In any event, while the effect of the strike on con- 
sumer markets has been, if anything, temporarily to 
weaken them, it has certainly delayed decline in those 
areas where decline was most likely to occur—in 
machinery, in freight cars, in steel and steel-fabricat- 
ing industries—and it has injected a new urgency into 
defense production. The strike has broken the flatten- 
ing trend of aggregate investment activity, and started 
it upward again from a lower level. 

For the half year as a whole, total production for 
defense and defense-related programs is not likely to 
differ greatly from the prestrike rate. Steel itself 
should be the controlling element in the output of 
these goods—stocks of other metals, including copper, 
have accumulated during the strike. Total raw steel 
supply in the fourth quarter should be about 29 million 
tons, or 2 million tons greater than the quarterly rate 
in prestrike 1952. 

That leaves room for some advance, but not very 
much, even if some allowance is made for the fact 
that in prestrike markets steel inventories were still 
growing somewhat.? 


A BUSY FOURTH QUARTER 


But in terms of quarterly averages, or month-to- 
month trends, it seems clear enough now that the 
general shape of defense-related activity (including 
steel) will be down in the third quarter, and then 
up markedly toward the close of the year—instead of 
more or less stable. Even if production of consumer 
goods were only to remain at present levels, aggregate 
statistics for business in ensuing months are thus very 
likely to have a trend—something they have lacked 
since early 1951. 


And if this trend is strongly in evidence, it could 
well impart a different kind of impetus to consumer 
business from that which has come from the end of 
inventory indigestion at retail. Disposable income 


1Particularly for the victims of secondary unemplo i 
yment. Higher 
eee eR of full Poa and overtime, and the avail: 
ability of ins ent credit co restore steelworkers’ i 
quickly after the strike ends. Sakae dene 


*The growth was evidently concentrated in civilian-t 
Considerable inventory growth is likely to be taking ince Reese 
same steels during the fourth quarter, even while defense steels are 
in urgently short supply. Even if, as seems certain now. every 
effort is made to reshape steel melt sheets, mill books and allotments 
in the direction of defense and defense-related programs, available 
fabricating facilities limit the extent to which the composition of 
finished steel output can be altered economically. 
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Consumer Production and Consumer Sales— 


Downward adjustments in th 


e second quarter brought output rates of household 


goods and textiles below the level of physical retail volume, and effected con- 


siderable liquidation at manufacturing levels. 


For shoes, sharp curtailment of output 


in the last half of 1951 led to recovery in recent quarters. 
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should be higher in the fourth quarter than in the 
third.1_ Production of many consumer goods was 
already scheduled to move up somewhat from the 
pronounced lows of the second quarter, to end liquida- 
tion at manufacturing levels (see charts). The up- 
ward shift of output and income that should follow 
the end of the strike, aided by the usual fall seasonal 
upswing, may well induce in the consumer sector 
the kind of atmosphere required for inventory ac- 
cumulation. 

In most consumer soft-goods lines, critical decisions 
on inventory policy lie immediately ahead. If cur- 
rent optimism withstands the temporary deflationary 


1Spending, too, is expected to be higher. However, there are some 
grounds for thinking that if income moves up markedly later this 
year, the saving rate may go up too. The decline in the saving rate 
during 1952 has not applied generally to all sectors—it has been 
concentrated first in the farm sector, and, more recently, in areas 
affected by the strike. For other sectors, it has apparently continued 
at a relatively high level. 
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effects of the strike, it could blossom in the improv- 
ing atmosphere that will follow, and these industries 
may well enjoy a recovery of inventory buying. In 
textiles, the usual interplay of inventory condition 
and prices is already well advanced. Quotations have 
moved up on a wide range of raw and semifinished 
goods; mills have grown reluctant; cutters and re- © 
tailers are having to face up to the argument that 
to delay buying will mean a higher price later. If 
the reshaping of the pattern of defense and related 
production for the last half of 1952 extends into in- 
ventory policy in this and other consumer industries, 
it may create the kind of strong general trend which 
has been absent ever since early 1951, and which is 
almost always associated with inventory accumula- 
tion. 


This is the strongest case for good business in the 
last half that can be made, or that could have been 
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made at any time in the last eighteen months. The 
strike has bid fair to break the delicate balance of 
offsetting trends that has existed almost since Korea, 
and that might well have continued through to the 
peak of defense in early 1953.1 

These are some of the elements that underlie the 
unanimity on the outlook for the remainder of the 
year, and the popular forecast that industrial produc- 
tion will reach 230 by year end—a level which implies 
a significant inventory growth in consumer industries. 
The next few months should disclose whether such a 
marked advance from current levels can be had this 
late in the post-Korea boom. 

In any event, it is worth noting that the new out- 
look may again alter the longer-term picture. That 
picture had been improving steadily as long as aggre- 
gate activity was stable; 7.e., as long as the nondefense 
sector continued to adjust to a realistic appraisal of 
demand? Each day of stability, in fact, was under- 
cutting further the forecasts of those who expect a 
serious downward trend beginning in 1953. But the 
new outlook for a broad poststrike upswing is strik- 
ingly in line with the expectations of those who have 
looked for a sharp rise in general business, to accom- 
pany the rise in defense, and then a rapid decline in 
output and income after the defense peak. 

If such a broad upswing develops, it will become 
harder and harder to escape the conclusion that pro- 
duction for defense-related programs, and production 


See Highlights in The Business Record for October, 1951. 
*See Highlights for March, 1952. 


—Time To Lower That Eyebrow! 


When The Business Record eleven months ago said 
that “it’s possible . . . to see no 1952 deficit at all” 
(“Defense Dollars and Deficits,’ September, 1951), 
more than a few eyebrows were raised. Prevailing 
opinion on the outlook for federal finances then was 
tinged with gloom. Estimates of the probable deficit 
for the year ended this past June ranged all the way 
from the official one of $10 billion (budget basis) to 
private ones of about $5 billion (cash basis) . 

While all the pluses and minuses which add _ to- 
gether to make up the final budget figures didn’t turn 
out exactly as the Board’s September analysis indi- 
cated was possible, the net result was close. A pre- 
liminary estimate by the staff of the Joint Committee 
on the Economic Report—final data won’t be in for 
several weeks more—indicates that a small cash sur- 
plus emerged on balance from the government’s 1952 
operations. (On the administrative budget basis, 
though, a deficit of some $4 billion was incurred.) 

The current year, however, may well produce a 
different story. The Joint Committee’s staff now places 
the deficit at $6 billion; and others take an even 
dimmer view of the outlook, ranging up to a probable 
deficit larger than the $10.4-billion officially forecast. 


of steel itself, may weaken at the same time that de- 
fense no longer provides any upward momentum at 
all, and when inventories, prices and manufacturers’ 
costs in the consumer sector may have risen substan- 
tially above current levels. If the steel strike has re- 
stored a general trend, it may also have restored 
the general business cycle. 


Apert T. SOMMERS 
Business Analyst 
Division of Business Economics 
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MEASURING THE TAX BURDEN 


___ Taxes took something like $86.5 billion out of individual and business pocketbooks in the 

fiscal year ended last June 30. This year they may well take about $8 billion more. The full 
effect of the post-Korean federal boosts is only now taking hold, and continued search for 
revenue by other governments will divert still more funds into the public coffers. 

The amount of taxes is more than a fairly personal subject in which most people these 
days have a common interest. Behind the totals and almost obscured by their sheer mag- 
nitudes—the likes of which this country has never before witnessed either in peace or war 
—lie important economic facts. 

In digging into the meaning of today's taxes the first task is to sort out and examine 
the tools available to measure and appraise the tax burden or load. All told, there are near- 
ly as many of these tools as there are taxes. None are perfect for all purposes, and some 
shed more light than others. How much can such measurements tell us about taxes and their 
implications? What don't they and what can't they tell? 


I. Measures of Taxes as a Whole 


OST COMMON of the tax-load measurements 

are those which deal in over-all figures. Sum- 
mary numbers such as total dollars collected or taxes 
per capita typify this approach. They can, in turn, 
be broken down by level of government and by type 
of tax. 

As the charts on page 300 indicate, preliminary es- 
timates of the total tax “take” in fiscal 1952 place it 
near a record $86.5 billion—22% or $16 billion more 
than for 1951.1 And 1951, in turn, meant 25% more 
taxes than were extracted in the year preceding 
Korea. 

The 1952 bill came to $557 for every man, woman 
and child—$142 more than it did at the wartime 
peak, and $184 above the 1950 peacetime mark.? By 
level of government, the federal share of course was 
the biggest—some 73% of the total. 


THE EMPHASIS CHANGES 


Compared with pre-Korea, 1952’s tax structure (the 
relative emphasis upon different taxes) showed only 
moderate changes. This, of course, directly reflects 
the stress in defense tax policy upon existing taxes, 
only more of them. But over the perspective of dec- 
ades the changes in tax emphasis are marked. The 
relative contributions of property and miscellaneous 
levies have fallen off sharply; a rise in social insur- 
ance contributions has about matched a decline in 

1Federal, state, and local tax collections, including social insurance 


taxes, and before refunds. 
2Per capita figures exclude armed forces overseas. 
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customs and excises; and income taxes have moved 
up from a scratch position to the largest single tax 
source—more than 62% of the total. 

Aside from their difficult-to-grasp magnitudes, 
what do such figures as an $86-billion total or $557 
per capita really mean? To be sure, they clearly out- 
line significant trends and somewhere bear deep- 
seated economic implications. But, by themselves, 
figures such as these tell little. They need the help of 
other measures to bring out their full import. 


EACH HAS ITS LIMITATIONS 


Another handicap in using large-scale tax-load 
expressions is the wide gap that separates them 
from down-to-earth actuality. They afford virtually 
no idea of either specific burdens on people or firms 
or of specific economic effects. They contain no ele- 
ment or reference to taxpaying ability. Although a 
generally acceptable definition of ability is elusive, 
some such standard is necessary in evaluating the tax 
load. 

Finally, like all averages, per capita figures can be 
misleading as well as helpful. Averaging taxes, like 
averaging apples and pears, necessarily involves glid- 
ing over many differences in both taxes and taxpay- 
ers. In comparisons over time, the possible disparities 
multiply. A measure such as the per capita criterion 
may remain constant, but the tax impact and its 
effects may be quite dissimilar. Per capita taxes 
might change, but the real effects could stay the 
same. —> 
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Il. Taxes Measured by Income 


O MEET some of these shortcomings, a second 

group of measures seeks to relate the total tax 
load to taxpaying ability. What constitutes taxpay- 
ing ability, of course, is more than a yearly one-way 
argument with the tax collector. Involved as it is 
with subjective overtones, ability can only be ap- 
proximated by objective measures. For this, any 
or all of a variety of indicators of income, wealth, 
economic activity, etc., might be employed. 


NATIONAL INCOME 


The most commonly used single criterion of tax- 
paying ability is current income. The reasoning is 
mainly that income constitutes the principal source 
from which taxes are ultimately paid. In application, 
the criterion is not always so simple, since some taxes 
may not be paid directly out of income and since, in 
practice, income itself is not the unambiguous, 
straight-forward criterion it might seem. 

Of the income measures, a ratio of taxes to na- 
tional income is frequently used to depict the total 
tax load. On a Department of Commerce basis, this 
ratio reached a record 32.4% in the first quarter 
of this year—four percentage points above the war- 
time peak and seven above the pre-Korean level. 


By bringing income into the picture, this type of 
ratio affords a somewhat better view of both tax trend 
and impact than do total tax figures taken alone. But 
like most large-scale aggregates, it must be brought 
down to earth and its implications made clear. On 
the surface, the present value of the ratio would, at 
the very least, indicate that the tax load and the 
tax system are both of vastly greater economic por- 
tent than they were when the ratio was lower. 

But just what kind of portent? A case has been 
made and statistics have been assembled to indicate 
that taxes in excess of about 25%, instead of being 
generally deflationary, become inflationary in their 
impact upon the economy.? 

The inflation that has been experienced in various 
nations at times when the ratio of taxes to national 


1Kor comparison, the 1951 ratios of other countries were estimated 
by the Economic Cooperation Administration as follows: Belgium, 
24.3%; Canada, 27.8%; France, 32.8%; United Kingdom, 41.6%. 
Since methods of compiling data, completeness of coverage, and 
other factors vary between countries, the comparisons are not precise. 

*See Colin Clark, “Public Finance and Changes in the Value of 
Money,” Economic Journal, December, 1945, and “The Danger 
Point in Taxes,” Harper’s, December, 1950, for elaboration of this 
argument. In Hearings before the Joint Committee on the Economic 
Report, 82nd Congress, 2nd Session, on the January, 1952, Economic 
Report of the President (1952), pp. 311-359, both sides of this 
thesis are discussed at considerable length. 
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income exceeded 25% is cited as proof of the valid- 
ity of this contention. 

On the other hand, it has also been said that the 
size of this ratio contributes little understanding of 
the real economic burden of taxes or of government. 
By increasing its borrowings, the argument goes, gov- 
ernment can exercise greater command over national 
resources and even contribute to a decline in the 
tax-income ratio. Thus the actual value of the ratio 
by itself is only a partial explanation. 

Aside from its implications, the tax-income approach 
raises certain conceptual questions. Because of the 
nature of social insurance taxes, uncertainty exists 
as to whether they should be included in the tax 
total (without them, the ratio early this year stood 
at 29.1%). The twin influences of progressive tax 
rates and variations over time in the distribution of 
income tend to blur the precise meaning of compari- 
sons using this ratio. 

On still another score, the ratio must also deal with 
the dilemma posed by present lack of knowledge on 
tax shifting and final incidence. In the concept of 
national income, as used in this country, the value 
of indirect business taxes is excluded from total in- 
come, on the assumption that these taxes are shifted 
forward and thus do not enter into factor costs or 
incomes. 

Since little empirical evidence exists to determine 
whether this may or may not be the case, the ratio 
could well be expressed as a range rather than a 
specific value. Under the assumption that indirect 
business taxes are not shifted, national income in- 
cluding these taxes would mark the other limit to the 
range. Thus the chart on this page presents the ratios 
of taxes to both national income and net national 
product (national income plus business taxes). The 
value of the ratio in any period, then, would depend 
on the most probable assumption of amount of in- 
direct business tax shifting. 


OTHER REFINEMENTS 


Another refinement to the comparison of total taxes 
with total income might be the exclusion of taxes 
levied on funds not counted as income in the national 
income concept. In this group would belong such now 
taxable sources of funds as realized capital gains, in- 
heritances, gifts and other transfers of capital, and 
retained corporate earnings. 

Many of the same justifications and the same limi- 


1For example, while the ratio of taxes to income in War IJ hit its 
peak at 28.7% in 1945, deficit financing enabled government to 
acquire 38% of output that year. At the much higher ratio early 
this year, because it was more nearly operating on a pay-as-you-go 
policy, government was diverting but 22% of output, at an annual 
rate, from the private economy. ; ; 

Actually, underlying the two positions are differences in emphasis. 
The 25% school stresses the reactions of individuals to the tax load; 
the opposite thinking sees the inflationary aspect of taxation more 
dependent upon the relation of the amount of output taken by 
government to the purchasing power and output remaining in 
private hands and for private use. 
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tations apply to the closely related ratio—that of 
personal taxes to personal income. By this criterion, 
the national average rate of taxation on personal in- 
come early this year was 12%, at an annual rate 
—more than a third higher than the ratio of the 
quarter before war broke out in Korea. Although 
nearly half again as high in dollar value as the 1945 
peak, taxes imposed directly on persons took almost 
the same proportion of income early this year. 

Personal income after taxes, or disposable income, 
is a complementary measure of the tax load. Viewed 
this way and valued in current prices, disposable 


The National Aggregate Approach 
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income has managed to stay ahead in the race with 
taxes, being 15% above the Korean level and half 
again larger than its 1945 dollar total. But like other 
dollar aggregates these days, such a standard often 
presents quite a different picture when adjusted for 
price and population changes. In constant prices 
and on a per capita basis, disposable income at the 
1952 first-quarter annual rate was only 1% above 
June, 1950, and 7% less than in 1945.1 


NOT THE WHOLE STORY 


Although more specific than the ratio of taxes to 
total income, the personal income criterion is both 
too broad and too limited to cast light on other im- 
portant aspects of the tax load. It tells something, 
but not the whole story, on ability to pay—since it 
makes no reference to the distribution of that in- 
come, its changes over time, or to variations in the 
various components of income. 


_ !1The techniques for measuring the tax Joad in the personal sector 
of the economy could be applied, with certain modifications, equally 
well to the corporate sector. 
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Under a system of graduated tax rates on income, 
assessment of the load can hardly overlook the dis- 
tribution of personal income. 

And on the other hand, to assess only taxes directly 


imposed on income is to omit any reference to “hidden 
taxes” which no less effectively nibble away at in- 
comes. Such an omission drastically limits the meas- 
ure’s utility. 


Ill. TAX LOADS ON SPECIFIC TAXPAYERS 


O ESCAPE some of the vaguenesses of the large- 

scale approach and touch more closely upon the 
distribution of the burden among persons, other 
measures are necessary. In most of these, income is 
still the usual basis.of comparison; but the units are 
not national totals but income brackets, or even more 
specifically, representative families or firms. 


One readily available measurement tool in this 
category is the tax paid by each income bracket as a 
whole. By this measure, it would appear that the re- 
cent stepping up of the federal income-tax load, for 
instance, has been concentrated in brackets over 
$5,000. The proportion of all income taxes paid by 
persons earning less than $5,000 declined from 51% 
of the total in 1945 to 39% in 1948 and down to an 
estimated 37% last year (see chart) .1 


NARROWING THE BRACKETS 


If sufficiently narrow income brackets are used, a 
fairly close idea of the average rate of taxation on a 
particular group can also be derived. The average 
income in the $4,000-$5,000 range, to take one ex- 


1The increase in tax liability in the higher brackets occurred chiefly 
in the $5,000 to $10,000 range where the share of total taxes paid 
rose from 12% in 1945 to 22% in 1951. 


ample, paid an estimated federal income tax of $473 
in 1951—37% more than it did in 1948. 


WHAT'S LEFT TO TAX 

Perhaps even more useful for tax policy-making 
purposes is the distribution of surtax net income 
(gross income less taxable deductions and exemptions, 
or the actual base upon which tax rates are applied) 
after taxes. In 1951, for example, of the estimated 
$71 billion of remaining untaxed surtax net income, 
some $34 billion fell in the lower end of the income 
scale. Of the $37 billion left in the over-$5,000 bracket, 
81% was accounted for in the group earning between 
$5,000 and $25,000. 

While this kind of measure adds to our under- 
standing of the tax load and comes closer to specific 
cases, it too can have its shortcomings. Changes in 
the distribution of before-tax income can affect the 
burden’s allocation, thereby complicating comparisons 
over time.? A progressive tax-rate schedule tends to 
magnify these effects. With no change in rates, any 
shifting of individuals into higher or lower brackets 


1In 1945, for example, 94% of taxable returns and 75% of total 
income were in the under—-$5,000 bracket. By 1948 these proportions 
had declined to 84% and 60%, respectively, and last year were an 
estimated 81% and 56%. 


Who Pays How Much? The Income-bracket Approach to the Federal Income Tax Load 
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Measuring Specific Taxes: Marginal Rates 
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would of itself change the tax yield and the distribu- 
tion of the burden under this technique. 

Measures of the tax load by income brackets have 
other even more apparent limitations. Some of 
them are inherent in grouping and averaging tech- 
niques. Some are the product of the perverse ten- 
dency of individuals to be unlike. Taxpayers in the 
same income bracket may or may not pay anything 
like the same amount in taxes. 

In the final analysis, how much anyone pays de- 
pends not only upon his total income but also upon 
the components making up his income, where he lives, 
what he buys, the demands family and other responsi- 
bilities make upon income, and many other variables. 

On another score, limiting the analysis to federal 
income taxes is only a partial answer to the tax-load 
question. For many persons, such levies are negligible 
or even nonexistent, yet their tax load can be sub- 
stantial. Finally, as a measure of the real load, taxes 
paid are of less economic as well as personal impor- 
tance than taxes actually borne. The full story in- 
volves ferreting out “hidden taxes,” tracing their 
course through a labyrinth of shifting possibilities, 
and determining somehow their final incidence. 


THE WHOLE STORY 


To take into account all these factors is, with pres- 
ent knowledge, no small task. The possible variations 
between individuals and the lack of satisfactory meth- 
ods of empirically dealing with tax shifting multiply 
as the scope of the inquiry broadens. 
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The two most recent studies of this type dealt with 
the burden of all taxes—both direct and indirect— 
upon individuals grouped by income brackets in 
1948." Although undertaken independently, they came 
up with remarkably similar results. Starting from 
about 18% of income in the lowest bracket, the 
studies found moderate progression in the taxation of 
smaller incomes, relative proportionality in the neigh- 
borhood of 23% to 25% over the middle-income 
ranges, and sharp progression in the higher-income 
areas. 

For all taxpayers—and with the inclusion of in- 
direct taxes, which hit everyone—it was found that 
taxes on the whole took about 27% to 28% of in- 
come in 1948. Since then, with the not insignificant 
increases in rates and broadening of tax bases by all 
levels of government, the ratios of taxes to income in 
each bracket have undoubtedly moved upward sev- 
eral notches more. 

Much of the utility of studies such as these obvi- 
ously depends upon the accuracy of the many sim- 
plifying assumptions they necessarily must make. 
Both assumptions and computations required are 
highly involved. Little empirical evidence exists to 
verify many of them. Theoretical and practical dif- 
ficulties in dealing with shifting and incidence are for- 
midable, and deductive reasoning frequently becomes 
the only alternative. And, again, dealing with income 
brackets and averages may conceal wide differences 
within the bracket or in the units averaged. Aver- 
aging data for farm and urban families or for two- 


1See R. A. Musgrave and L. Frane, “Rejoinder to Dr. Tucker,” 
and R. S. Tucker, “Rebuttal,” National Tax Journal, March, 1952. 
“How Much Government ?”—THEr CONFERENCE Boarp’s 1952 
Chart Survey also contains a chart summary of these two studies. 
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person and six-person families—to mention but two 
possibilities—makes interpretation difficult. 

Despite the knotty and seemingly insoluble ques- 
tions, specific tax-burden studies are of great aid in 


bringing into clearer focus measurement of the actual 
tax load. For, in the ultimate analysis, much of the 
significance of the tax load is related to the amount 
actually borne by specific taxpayers. 


IV. MEASURES OF SPECIFIC TAXES 


AX-LOAD measures dealing with certain taxes or 

with certain aspects of those taxes serve still other 
purposes. Measures like these carry no implications 
of the over-all tax load; but they often cast light on 
some of its more important components. 

By definition, they narrow down the scope of the 
thing measured. In this way they often can minimize 
differences between taxpayers by techniques some- 
what similar to that of finding the least common de- 
nominator. 

For example, income-tax comparisons may be made 
against net rather than gross income. By initially 
netting out of gross income the deductions and exemp- 
tions to which taxpayers have varying degrees of 
access, 2 common basis for examination is obtained. 

Comparisons of surtax net income rates and effective 
tax rates are typical of this type of measure. Surtax 
net income has a specific meaning applicable to all 
taxpayers. It is the base upon which tax rates are 
finally brought to bear. Interpersonal and _ inter- 
temporal comparisons on this basis consequently come 
closer to dealing with the same subject matter. 


THE MARGINAL "TAKE" 


The significance of rates on surtax net income lies 
in the fact that they measure the tax “take” out of an 
additional dollar earned. Since the marginal income 
dollar is taxed at the highest rate applicable to each 
taxpayer, this is the rate which bears directly upon 
incentives, upon decisions to work more, invest more, 
or engage in other income-producing activities. 

Under present tax laws, 22.2 cents of each added in- 
come dollar earned by a single person in the lowest 
taxable bracket is taxed away. The rate rises through- 
out the income scale until it reaches 92 cents for a 
surtax income of $200,000 or more (see chart) 1 The 
pre-Korean marginal tax “take” ran from 17 cents up 
to 82 cents of every added income dollar; the peak 
rates of World War II were fractionally higher in 
the bottom and top brackets than present percentages, 
and those for middle incomes lower. With income- 
splitting on joint returns available to married persons 
since 1948, they now pay at lower rates than bachelors 
and throughout the scale keep more of that last in- 
come dollar than they did during wartime. 


1Subject to a maximum effective rate limitation on net income of 
88%. The pre-Korean ceiling was 77%; at the peak of the wartime 
rates it was 90%. 


Like other measures, though, surtax income rates 
need to be handled with care. Taxpayers with the 
same gross income may, because of different deductible 
expenses, or of income subject to varying treatment 
under the tax laws (e.g., capital gains, tax-exempt in- 
come, income in kind, etc.) and other reasons, wind 
up with taxable incomes of quite different sizes. The 
fact that two persons have the same taxable income 
does not necessarily mean they are in the same eco- 
nomic position. And now with income splitting and 
special allowances for unmarried heads of households, 
interpersonal comparisons must allow for further 
differences. 


WHEN INCOMES ARE RISING 


The effective tax rate—the average rate of taxation 
on all income rather than on just the last increment 
of income—is another measure placing individuals in 
a somewhat comparable status. This type of compu- 
tation is relatively simple if and when the amount 
of taxes paid can be precisely stated. (See charts.) 

For other purposes there are the straight-forward 
and perhaps more readily understood comparisons of 
actual tax liabilities and of incomes remaining after 
tax. Thus the tax impact on a married man with two 
children making $10,000 a year could be partially sum- 
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Korea’s Tax Impact Viewed Two Ways 
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marized by saying that in 1949 he would have paid a 
federal income tax of $1,014 and this year he will 
hand over $1,334 to the tax collector, assuming aver- 
age deductions. 

For recent years, however, such a statement has 
an element of unrealism in it, since it holds income 
constant over a period when incomes in general were 


V. ONLY THE 


The list of possible measures of the tax load has 
by no means been exhausted. State and local taxes 
could (and should, to get the full dimension) be placed 
within the coverage of many of the above techniques. 
Comparative studies of the load under different tax- 
ing jurisdictions can reveal important information. 
State-by-state comparisons of both federal and other 
taxes paid by state residents, for instance, can be 
highly informative. Comparisons might also be made 
of the effects of changes in the bases upon which 
taxes are levied, changes which may lead to further 
differences in the size and distribution of the tax load. 

In any case, whatever the approach or approaches 
used, mere measurement of the tax load is little more 
than the beginning. Quantitative techniques are only 
of indirect aid in evaluating the tax load, and only 
by inference shed light on their multifarious economic 
effects, either in the specific or the aggregate. They 
provide but part of the answer to such vital questions 
as where is the limit to taxation or what is tax 
capacity. 

In a larger sense and no less relevant to either quan- 
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on the rise, at least in dollar value. A more realistic 
comparison might be that between incomes of an 
earlier period and their probable counterpart now. If 
the $10,000-a-year man in 1949 has seen his income 
rise by 24%—the increase in total personal income 
adjusted for changes in total employment—he would 
now be making some $12,360 and the federal tax on 
his hypothetical 1952 income would amount to some 
$1,850.1 

When tax rates and bases vary over time, a special 
kind of measure can be used to portray the impact 
of the change. The increase or decrease in tax liability 
can either be represented as a percentage of the previ- 
ous tax or as a percentage of the previous income 
after taxes. 

Applied to federal income-tax boosts since Korea, 
this type of analysis gives diverging results and makes 
the increase look at the same time both regressive 
and progressive. Percentagewise, the rate boosts were 
roughly equal in all brackets, but related to taxes 
paid before war broke out, the added liabilities 
are relatively heavier in the lower brackets. Since 
they were imposed on an existing scale of progressive 
tax rates, when the increases are related to income 
after taxes their impact was considerably greater in 
the upper-income ranges (see chart). 


1If adjustment is made for rising incomes since 1949, by the same 
token the erosion of the dollar’s purchasing power through rising 
prices ought also to be taken into account. See “Taxes and Infla- 
tion—The Two-way Squeeze,” a study in the Board’s 1952 chart 
survey “How Much Government ?” which examines the joint effects 
of taxes and prices upon selected incomes. 
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titative or qualitative study, the fiscal burden is more 
than the amount of taxes, who pays them, and the 
effects they induce. Taxes collected soon become gov- 
ernment expenditures and find their way back into 
the private economy. Some expenditures, moreover, 
may be paid out of borrowings. Measuring taxes, con- 
sequently, can be but part of the full analysis. 

A closer look at the various possible tax-load 
measures reveals both the limitations of our factual 
knowledge and of available techniques. These limita- 
tions are even more confining if public outlays are 
brought into the picture. 

By long-standing custom, taxes and expenditures 
have been treated both in legislatures and in much of 
public discussion as separate phenomena. All too 
often even their components—specific taxes or indi- 
vidual appropriations—are dealt with on a piecemeal 
basis. The need for coordinated treatment is no 
greater than the need for more knowledge about them. 
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SELECTED BUSINESS INDICATORS 


1952 Percentage Change 
Item vas Junep May April Sree tee eet , 
Month Ago Year Ago 
Production and Business Activity— 

Industrial production, total (S)............ 1935-39 = 100 202 214 216 —-5.6 8.6 
Durable goods (S).........0.cceceeeeeees 1935-39 = 100 246 |r 276 |r 277 -10.9 -10.2 
Nondurhtle @o0ds \(S)'i.. Savas ce osets et 1935-39 = 100 184 |r 180 |r 183 +2.2 —6.6 
Minerals(S) itis says ein anictie Bae ee ie Shiele 1935-39 = 100 145 161 |r 166 -9.9 “1271 

Consumer durables (S)...........2..ee008: 1947-49 = 100 n.a. 103 |r 103 0 —20.2 

Machine:tools's ec. ccmanem aces cinsternant 4 1945-47 = 100 330.6 |r 323.0 307.9 +2.4 +80.9 

Construction contracts awarded, residential.|| million dollars 582 |r 754 682 —22.8 +6.8 

Construction contracts awarded, other...... million dollars 907 810 916 +12.0 +5.0 

Retail sales (S) 5050.02. .crsuasrets pajcierais oxeteane million dollars 12,955 | r 13,103 12,701 -1.1 +5.8 

Retail inventories (S)*.............0-c000 million dollars n.d. 18,060 |r 18,010 +0.3 -12.5 

Department store sales (S)................ 1947-49 = 100 108 |r 108 103 0 +2.9 

Department store inventories (S)?.......... 1947-49 = 100 n.a. 118 116 +1.7 -13.2 

Manufacturing sales (S)................65- million dollars n.a. 23,007 |r 23,324 -1.4 -1.8 

Manufacturing inventories (S)?............ million dollars n.d, 42,458 |r 42,513 -0.1 +11.65 

Manufacturing new orders..............-. million dollars nage 21,797 |r 23,113 -5.7 -7.6 

Manufacturing unfilled orders?............. million dollars n.d. 64,271 |r 64,725 —0.7 +9.9 

Carloadings, total®.............cccee ec eee thousand cars 652 135 731 -11.3 —20.3 

Carloadings, miscellaneous®......... ats fee thousand cars 325 360 369 —9:7 -16.9 

Prices, Wages, Employment— 

Basic commodity prices*.................. Aug. 1989 =10 293.3 296.5 295.3 -1.1 -16.5 

Wholesale commodity prices, all........... 1947-49 = 100 111.3 111.6 111.8 -0.3 -3.3 
Wariner donee ae er le es cree 1947-49 = 100 107.3 |r 107.9 108.7 —0.6 -5.8 
Industrial 2:0 teante- ak ook some aecew eae 1947-49 = 100 112.6 113.0 113.3 -0.4 -3.1 

Consumers’ price index................++. 1935-39 = 100 189.6 189.0 188.7 +0.3 +2.4 

Farm parity price ratio..................- 1910-14 = 100 102 101 100 +1.0 —4.7 

Non-agricultural employment.............. thousands 54,402 54,216 53,720 +0.3 +1.2 

Unemployment..............cceccceeeees thousands 1,818 1,602 1,612 +13.5 -8.2 

Factory employment....................: thousands 12,357 |r 12,599 | r 12,724 -1.9 -5.4 

Average weekly hours worked, manufacturing] number 40.4 |r 40.2 39.8 +0.5 -0.7 

Average hourly earnings, manufacturing. ...|| dollars 1.658 |r 1.657 1.654 Ont +3.7 

Personal income (S)®...............eeee00: billion dollars n.a. 263.4 |r 262.5 +0.3 +4.8 

Finance and Government— 

Bank debits, outside New York City®....... million dollars 74,888 71,898 72,607 +4.2 +3.9 

Business loams’...............0ceeceeceees million dollars 20,626 20,649 20,988 -0.1 +7.8 

Consumer instalment credit outstanding’. . .|| million dollars n.a. 13,767 | r 13,320 +3.4 +6.6 

Privately held money supply’.............. billion dollars n.d. 184.4 183.8 +0.3 +6.2 

Federal budget receipts................... million dollars 9,796 3,809 4,323 +157.2 438.2 

Federal budget expenditures............... million dollars 6,930 5,659 6,016 422.5 +16.1 

Defense expenditures.................002: million dollars 4,024 4,237 4,227 -5.0 +39.9 
Federal budget surplus or deficit, cumulative] million dollars —4,017 —6,882 —5,032 ne 1a 

8 Adjusted for seasonal variation *Average weekl $140 centers a May, 1951 

1Shipments 4Aver. f 28 de ily » 1 r i 
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HOW MANY MORE FREIGHT CARS 2 


Last year, the railroads took all the freight cars they could get. But once steel 
supplies return to normal, freight-car production may be limited primarily by demand 


Pas the beginning of the steel strike, the rapid 
improvement in metals supplies, combined 
with the failure of industrial activity to rise 
over the past year, had shifted the outlook for freight- 
car building. Since there appeared to be enough metal 
to meet freight-car production goals, the question of 
“how many cars can be built” was being superseded 
by “how many cars do the railroads want?” 

The strike has, of course, temporarily reversed the 
improvement in materials supplies that was occurring 
in the second quarter, and at the same time has re- 
stored some urgency to freight-car demand. How 
long this urgency remains, however, depends on how 
steel allotments to carbuilders are treated in the 
months following the settlement of the strike. Prior 
to the strike, there was growing evidence that the out- 
look for freight-car building was shifting back to a 
normal pattern, after the heavy ordering in the year 
following Korea. 

As late as March of this year, the Defense Trans- 
port Administration predicted that almost one-half 
million new freight cars would be needed by July 1, 
1955.1 The goals and implicit production rates con- 
tained in the latest DTA estimate of requirements are 
not very different from previous programs announced 
by the agency since Korea. But while production 
rates have not reached these past goals, chiefly be- 
cause of the inadequacies of materials allocations, the 
“lull” in civilian markets has eaten into rail traffic, and 
very possibly into the expectations of rail executives. 


NEW CARS SINCE KOREA 


At the beginning of 1950, the freight-car situation 
was tolerable (for earlier history, see box). The sup- 
ply of rolling stock owned by Class I roads, number- 
ing 1.78 million cars, was adequate in the light of the 
then existing level of industrial production. During 
the first half of 1950, freight-car shortages averaged 
fewer than 5,000 cars a month, in contrast with the 


1Defense Transport Administration, United States Railroad Freight 
Car Study, March 17, 1952. Under the current rate of defense 
buildup, the DTA expects rail traffic in 1954 to be 3.5% greater 
than in 1951. On this basis, a need for an increase of 122,000 freight 
cars is projected, which, allowing for anticipated retirement, indi- 
cates a production rate of about 11,000 cars a month between October 
1, 1952, and June 30, 1954. On the basis of its forecast of traffic 
loads under full mobilization, an additional 11,875 cars a month in 
the period July 1, 1954, to June 30, 1955, would be required. (Under 
the DTA plan, preparation for full mobilization would not be com- 
pleted until mid-1955.) 
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more than 22,000 daily average reported in the first 
half of 1947 and the 10,000 average daily shortage 
reported in the first half of 1948. Unfilled orders for 
new freight cars, another indication of the adequacy 
of existing rolling stock, averaged about 30,000 units, 
roughly three months’ worth of capacity production. 


An Acute Shortage Loomed 


With the advent of Korea, however, the railroads 
found themselves in a semimobilized economy, with 
all forecasts pointing towards a serious shortage of 
freight capacity. The level of industrial production 
as measured by the Federal Reserve, one of the basic 
indicators of the demand for freight services, began 
to rise rapidly from 189 (1935-1939=100) in the first 
half of 1950 to more than 220 in the first quarter of 
1951. And, instead of a freight-car building capacity 
of 9,000 cars a month, to be available as needed, war- 
induced shortages of manpower and materials, together 
with the dislocations involved in shifting from a peace- 
time economy to one of defense, held production to 
6,000 or 7,000 cars a month. 


The Record of the Freight-car Program 


DTA Estimates of Quarterly 
luction Nee: 


Quarter Bysdee- 
1950—1........... 6,158 
Dee, is rerays 7,250 
7 in act th aa 13,808 
Pe aterm « 16,998 
1951 ee 18,806 
RO er ae wee eace 27,692 
G iho Sey eee $1,250 Ree 21,051 
(eat Tete $1,250 Beret 28,444 
19521 ee 31,250 Se 24,160 
Sawa aad. $1,250 aa “wh. 
Oia ce tanne $1,250 bere 
FAN: SO Nai inde 31,250 | 33,000 
195381 ae er: were $1,250 | 33,000 
hel bys foe Lite $31,250 | 33,000 
hee Ae eg roe San 33,000 
Ugh 5 ie a Beech ratte: 33,000 
MOBS AH Veo re te Pre ae 33,000 
ae Sie Seed id Nati $3,000 
S82 ho .areesc hes oe 35,625 
426.5 Biges ts ats Rave 35,625 
NOB BV Fe iets eo a Anse 35,625 
Sources: Defense ‘Transportation Administration; American 
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Freight Cars and Mobilization 


The railroad freight system went into World War II 
still suffering from the great depression. During the 
Thirties, the rolling stock of the railroads had been 
severely depleted. 


Freight-car manufacture fell below the rate of 
retirements, and deferral of maintenance expenditures 
caused a substantial increase in the number of bad- 
order cars. The number of serviceable revenue freight 
cars owned or leased by Class I roads dropped to 
about 1.45 million cars, a decline of about one third 
from the level of 2.14 million cars held in 1929. 


The increasing tempo of industrial activity in 1940, 
combined with the growing expectation of full mobili- 
zation, encouraged the railroads to reduce the number 
of bad-order cars and increase their orders for new 
units. Revenue freight cars awaiting repair were cut 
below 110,000 by the end of 1940; this was about one 
third those awaiting repair at the end of 1934, and 
one half the number at the end of 1938. 


At the same time, new orders for freight cars rose 
from less than 17,000 at the end of 1938 to about 
66,000 units in 1940, and to more than 106,000 units 
in 1941. At that point, however, shortages of man- 
power and materials arising with the nation’s entry 
into war curtailed the freight-car building program. 
Cars installed by Class I roads fell from 91,000 in 1941 
to fewer than 38,000 in 1943. 


The enormous freight burden involved in conduct- 
ing large-scale military operations on two fronts was 
achieved not by increased production of freight cars, 
but by deferring nonessential repairs and scheduled re- 
tirements, by emergency operating rules permitting 
multiple loading, by an extended work week, and by 
extremely high demurrage charges designed to shorten 
turn-around time. Revocation of these rules at the 
end of the war represented a major reduction in the 
railroads’ freight-carrying capacity. 


MUCH WEAR AND TEAR 


Curtailment of car production during the war, and 
the heavy use to which rolling stock was subjected, 
had brought the freight system to its worst general 
condition since the depression. In 1939, about 43% 
of existing rolling stock was more than twenty years 
of age, and 25% was more than twenty-six years of 
age. By 1944, 52% of all freight cars were more than 
twenty years old, and 33% were more than twenty- 
six years old. 

During the early postwar years, considerable pro- 
gress was made in restoring the condition of freight- 
car stock. While retirements were at peak levels, de- 
liveries of freight cars to Class I roads rose from 
39,000 units in 1946 to 96,000 in 1948. And while 
total ownership rose only slightly between 1947 and 
1950, increased capacity of new cars raised the ag- 
gregate freight capacity from 89.4 million tons to 
92.0 million tons. 


The industry and the government were then in 
agreement on the critical nature of the freight-car 
situation. It was generally accepted, late in 1950, that 
a building program of about 10,000 cars a month was 
needed to offset necessary retirements and to increase 
freight-car ownership to a level where the estimated 
demands of a wartime economy could be met. 


FREIGHT-CAR PROGRAMS 


On October 12, 1950, the Director of the DTA 
stated that 227,000 new freight cars would be needed 
by mid-1952, implying a building program of roughly 
31,000 cars a quarter. Shortly afterward, the Na- 
tional Production Authority promulgated the first of 
its steel set-aside orders which were designed to assure 
a supply for making new freight cars and repairing 
used cars. 

The order set up a program under which 310,000 
tons of steel products a month were to be allo- 
cated to carbuilders and repair shops during the 
first quarter of 1951—an amount roughly in line with 
estimated requirements. 

During the remainder of 1951, however, and on into 
1952, a conflict existed between the available supply 
of steel and the estimated need for freight cars. At 
the same time, unbalanced product mixes and maldis- 
tribution of available supplies restricted effective 
materials allocations to a point where they permitted 
a production rate only barely sufficient to offset neces- 
sary retirements. To make matters worse, 1951 pro- 
duction was crippled by a series of strikes in car- 
builders’ plants, and floods in the Middle West. July 
deliveries of freight cars to class I roads amounted to 
only 5,290 units, and those in August to 7,183 units, 
despite aggregate materials allocations allowing 9,500 
to 10,000 units a month for that period.2 

In July, 1951, the inadequacy of the freight-car 
inventory was again pointed out by the DTA. Ina 
statement by the administrator, requirements were 
placed at 250,000 additional cars by the middle of 
1953, which would mean an average of 10,400 cars a 
month. However, shortages of stcel restricted allo- 
cations throughout the latter part of 1951 and the 
first half of 1952 (sce accompanying table), holding 
production well below these indicated needs. 

Thus far in 1952 the pattern of high production 
goals and inadequate materials allotments has appar- 
ently been repeated. Allotments of materials have 
been far below the needs estimated by DTA in March. 
Allocations of steel for the first three quarters of the 
year were designed, respectively, to support a monthly 
rate of production of 7,150, 7,000 and 8,313 cars. 
Even if allotments are brought up to estimated 
monthly requirements, the deficiencies of the first 

‘Because of the 60-to-120-day lag between receipt of materials and 


delivery of cars, materials allocations in any one quarter affect pro- 
duction in the next quarter. 
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New Orders Down . . . Production Steady 
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three quarters would presumably retard the DTA’s 
target date. 


FREIGHT-CAR NEEDS 


Once the steel strike is settled, materials allotments 
could probably be raised to DTA’s production goals 
within three to six months. But how long this higher 
level of allotments will be required by carbuilders is 
another story. There is considerable ground for think- 
ing that the railroads themselves are no longer so 
eager for the 10,000-per-month goai as they were 
eighteen months ago. 

The needs of the railroads for new freight cars de- 
pend primarily on future traffic loads, measured by 
ton-miles of freight. The latest carbuilding program 
is based on an assumption of an annual traffic level 
of 705.8 billion net ton-miles by mid-1954. Full mo- 
bilization requirements, the goal set for mid-1955, are 
based on traffic loads of 850 billion ton-miles, 25% 
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above traffic levels of 1951. To meet these demands, 
the DTA plan envisages an increase in car owner- 
ship from 2,045,653 at the end of 1951 to 2,167,653 by 
mid-1954 and 2,239,653 cars by mid-1955— increases, 
respectively of 6.0% and 9.5%. 


During 1951, the railroads were able to mect a 
10% increase in demand for freight services, while 
the stock of serviceable cars rose by only 2% (new- 
car production in 1951 amounted to fewer than 96,000 
units, or 80% of estimated requirements). The aver- 
age daily shortage of cars amounted to slightly more 
than 18,000 units in August, well below the 38,000-car 
shortage of August, 1950, and even below the daily 
average of August, 1948. 

In part, this success in meeting traffic demands was 
achieved through the acquisition of new diesel electric 
locomotives, through reduction in the number of 
cars awaiting repairs, and through more intense 
utilization of existing equipment. Improvement in 
efficiency was reflected in about an 8% increase in 
the ratio of ton-miles to freight capacity. 

Whether it would be possible to continue to absorb 
an increase in freight demand through operating 
efficiencies is questionable. A further speedup in 
freight-car turn-around time could be effected,) as 
could other types of efficiencies, such as further in- 
creases in the average length and speed of freight 
trains. But the gains are likely to be limited unless 

1Turn-around time in October, 1941, averaged 12.3 days—in 
October, 1950, it averaged 13.4 days, about 9% greater. In order to 
achieve the minimum turn-around time prevailing during the peak- 
load months of 1941, the railroads would necessarily be operating 


under emergency wartime rules. Increased loadings per car are 
considered in estimating requirements for full mobilization. 


Freight Traffic Related to Industrial Production 
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The 1952 six-month figure is on an annual rate, seasonally 
adjusted. The 1954 DTA traffic projection is plotted at 229 
on the industrial production index. This assumes a continua- 
tion of the 1949-1951 relationship of industrial production to 
revenue ton-miles. 
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accompanied by a resort to emergency operating rules. 
Extension of the work week would raise the effective 
capacity of the railroads, temporarily at least, by 
about 10%. However, this may be neither desirable 
nor practical under conditions of partial mobilization. 

Given a 3.5% increase in railroad freight traffic by 
the middle of 1954 then, some increase in car owner- 
ship certainly appears to be required. And the as- 
sumption that full mobilization would result in a 
railroad freight traffic level of 850 billion ton-miles 
would certainly suggest the need for a further increase 
in ownership. 


But will the railroads continue to support these 
assumptions? DTA’s traffic estimates imply a steady 
increase in the level of total industrial production to 
about 230% of the 1935-1939 average by mid-1954. 
Under the existing schedule of defense expenditures, 
the production of military goods is expected to reach 
its peak early in 1953. After that, a gradual decline 
is envisioned by government planners. But to have 
a steady increase in freight traffic through mid-1954, 
civilian production would have to take up the slack. 


NEEDS OF INDIVIDUAL ROADS 


In the light of current conditions, this possibility 
is at least open to question. Apart from the influence 
of the steel strike, the index of industrial production 
has been highly stable for more than a year, despite 
a continued increase in defense spending. Whereas 
six months ago Washington was thinking in terms of 
further inflationary pressures in the economy, now 
most of the controls on civilian activity are going by 
the board. Contrary to expectations of a year ago, 
there is still no large backlog of civilian demand for 
either consumer durables or capital goods to take up 
any future decline in military production. The DTA 
ates of future traffic loads have begun to look 
ess like estimates of defense requirements, and more 
like forecasts of civilian demand. 


Future freight-car production will probably depend 
more on the expectations of individual roads than on 
materials allocations. Their feeling about the outlook 
for traffic will determine whether or not freight-car 
ownership will be increased to the point deemed 
necessary by the DTA. Certainly, any further slack- 
ening in demand for goods may bring stabilization, 
of freight-car ownership.! And if freight traffic were 
to remain approximately at current levels, the de- 
mand for new freight-car production may still fall con- 
siderably short of 10,000 cars a month. 

Grorce P. TaTeostan 
Division of Business Economics 


1Unless incentives offered roads, in terms of writeoffs, become even 
more liberal. As of February 25, 1952, certificates of necessity were 
approved for railroads’ line-haul operation, to the extent of 65.8% 
of a proposed $2,053,287 investment and for more than 70% of a 
proposed $112,212 investment by companies engaged in railroad-car 
rental. A significant but unknown percentage of these certificates 
have not been used. 
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CONSUMER PRICES 
REACH A NEW HIGH 


IVING COSTS reached a new high in May, accord- 
L ing to THe ConrereNce Boarp’s index of con- 
sumers’ prices in fifty-four cities throughout the 
country. A rise of 0.3% over the month pushed the 
index to a level of 180.5 (January, 1939=100). This 
was 3% above last year’s figure and 0.1% above the 
peak which occurred in January of this year. 

Food, housing and sundries, which together consti- 
tute 80% of the budget on which the index is based, 
advanced between mid-April and mid-May. Seasonal 
increases for carrots, cabbage, lettuce and apples, 
along with higher prices for pork, lamb, bread, pota- 
toes and sugar, boosted the food index 0.9%. Housing 
costs advanced 0.2%. And sundries, which include 
such items as carfare, drugs, tobacco, gasoline and 
medical care, rose 0.1%. 

The clothing index again declined in May, reaching 
a point 2.2% below last year’s level. Women’s woolen 
sweaters and street shoes and men’s cotton broadcloth 
shirts, handkerchiefs and work gloves were generally 
lower in price. Housefurnishings also continued their 
downward trend as cotton sheets, wool carpets and re- 
frigerators were marked down. 

The purchasing value of the consumer’s dollar 
shrank 0.4% in May, reaching a new low. Consumers 
are now paying $1.00 for goods and services which 
would have cost them only 55.4 cents in January, 
1939, base date of the index. In the past year, the 
purchasing power of the dollar has dropped 2.8%. 
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Differences continue to prevail in the wages paid 
for identical jobs in different industrial areas, accord- 
ing to the most recent Conference Board survey of 
occupational wage rates. (See accompanying chart.) 
The middle rates of all employees reported were gen- 
erally highest in Detroit and Houston. The same 
medians were often lowest for identical jobs in Bir- 
mingham, Baltimore and Boston. 

The median for the most frequently reported job, 
that of laborer, was $1.68 an hour in Detroit and San 
Francisco. Companies in the New York area re- 
ported a median of $1.61 an hour. Lower medians of 
$1.14, $1.83 and $1.34 an hour were respectively re- 
ported by companies in Birmingham, Bridgeport and 
Boston. This general regional pattern was noted in re- 
cent clerical salary surveys and in the 1951 occupa- 
tional wage survey. 


39-CITIES INDEX 


Beginning with the July figure, indexes will be pre- 
pared for thirty-nine cities instead of fifty-four. Ten 
cities will be surveyed monthly as in the past. The 
remaining twenty-nine cities will be surveyed quar- 
terly on a rotating basis. The schedule for surveying 
the thirty-nine cities is as follows: 


January, April, 


Every Month! July and October 
Birmingham Baltimore 
Boston Bridgeport 
Chicago Erie 
Denver Grand Rapids 
Detroit Houston 
Indianapolis Minneapolis-St. Paul 
Los Angeles Newark 
New Orleans Roanoke 
New York Seattle 
Philadelphia Syracuse 


March, June, 


February, May, 
September and December 


August and November 


Akron Cleveland 
Chattanooga Des Moines 
Cincinnati Evansville 

Dallas Huntington, W. Va. 
Duluth Kansas City, Mo. 
Richmond Lansing 

Rochester, N. Y. Milwaukee 

St. Louis Pittsburgh 

San Francisco-Oakland Portland, Ore. 
Wilmington 


1Rents surveyed quarterly in all cities. 


The twenty-nine cities for which the Board will con- 
tinue to compute quarterly indexes have been selected 
in such a way as to maintain the accurate and repre- 
sentative character of the national index. The new 
index will be linked to the 54-cities index in July so 
that the comparability of the series will not be affected. 
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For the most part, wage increases since 1950 more 
than kept pace with the cost of living, according to a 
review of selected jobs based on the Board’s latest 
survey. The median pay for laborers for the cities 
surveyed in April, 1950, was $1.28. This had risen to 
$1.47 by April, 1952, an increase of 14.8%. Mean- 
while, THe Conrerence Boarp’s index of consumer 
prices had risen from 160.0 to 179.9, or 12.4%. Similar 
rises over and above the increase in the consumers’ 
price index occurred for the jobs of mechanic, produc- 
tion welder and for tool, die and gauge makers. 
Slightly lower increases than the gain in the consum- 
ers’ price index were reported by the companies giv- 
ing data for electricians and warehousemen. 


EMPLOYMENT 


Employment in June topped other Junes, accord- 
ing to estimates of the Department of Commerce. 
The estimate of 62.6 million was 1.4 million higher 
than in May. The large number of students who 
joined the labor force and the sharp rise of 1.7 million 
workers in agricultural employment accounted for a 
large part of the over-all increase. 


Nonagricultural employment showed little change. 
The pickup in the number of students joining this 
segment of the labor force was for the most part off- 
set by a decline in the number of adult women work- 


“Occupational Wage Rate Survey,” April, 1952. 


Median Wage Rates for Laborers 
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TOLEDO 1,494 5 
INDIANAPOLIS 2,049 & 
BUFFALO 2,323 
CLEVELAND ~—=_ a,zaa Bi MEDIAN 
ST. LOUIS 784 23,416 
MILWAUKEE 683 1.45 EMPLOYEES 
HOUSTON 1,498 fs 


PHILADELPHIA 2,370 
CHICAGO 1,591 
LOS ANGELES 3,220 
BALTIMORE 4254 
PITTSBURGH 329 
BOSTON 342 
BRIDGEPORT 695 
BIRMINGHAM 899 
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Source: The Conference Board 


312 


Consumers’ Price Index for Ten United States Cities, and Purchasing Value of Dollar 


Index Numbers, January, 1939 =100 


. Clothing Fuel? House- Purchasing 
Weighted 7 2 “ 
Date emcee of| Food Housing! eee undries vale : 
CAS Total Men’s Women’s 
19518 dunes). Wes eee 178.5 227 3a) 116.0 152.1 168.3 188.5 Pil 17252 165.7 57.6 
ly sata eum terehet 174.5 229.3b| 117.4 152.0 168.2 138.3 Me 172.4 165.8 57.3 
AUgust ic soem dacs 174.8 229 4 117.8 152.0 169.0 1387.6 Hf ib 6 Wess 166.6 57.2 
September.......... 175.5 230.6c} 118.4 153.5 170.2 189.4 ad. 170.2 166.4 57.0 
Octoberkedaniedes ace 176.0 232.1 118.8 158.6 170.8 139.2 an 169.2 166.3 56.8 
November.......... 178.2 236.8d| 119.9 152.7 169.3 138.7 Al 169.7 167.9 56.1 
December........... 178.8 286.7e] 120.8 152.1 168.9 138.0 : anf 169.9 170.3 55.9 
Annual average......|_174.5 |_229.3 | 116.9 |_152.2 |_168.3 | 188.7 |_131.7 |__89.8 | 103.7 | 170.8 | 166.3 |__57.3_ 
1952 January............ 179.0 237.5 120.9 151.2 167.3 137.5 133.1 103.7 168.6 170.1 55.9 
Februarysencee eae 176.3 230.7f| 121.1 150.1 166.3 136.5 183.0 103.7 168.3 169.0 56.7 
Marche. cricontoce : 176.7 231.09] 121.2 149.8 166.0 136.1 133.2 104.3 167.0 170.1 56.6 
A prilicctdegs trooatnte 178.4 234.3 121.5 149.7 165.8 136.1 133.3 104.9 166.9 VWi2e1 56.1 
NES Pae Sie nee 179.Or| 236.6r| 121.6 149.47r) 165.2 136.17} 130.6 104.8 165.5r| 172.2r 55.9 
June ys eee 179.1 237.07} 121.6 148.8 164.7 135.4 130.9 104.8 165.3 172.3 55.8 
Percentage Changes 
May, 1952 to June, 1952..| +0.1 +0.2 0 | 0.4 0.3 0.5 +0.2 0 0 | -—0.1 +0.1 —0.2 
June, 1951 to June, 1952..} +3.2 +4.3 +4.8 —2.2 -2.1 —2.2 +0.1 +0.2 +1.1 —4.0 +4.0 —3. 1 


c Based on food prices for Sept. 17, 1951 
d Based on food prices for Nov. 14, 1951 
e Based on food prices for Dec. 12, 1951 
f Based on food prices for Feb. 18, 1952 


1 Rents surveyed quarterly in individual cities 
2 Includes electricity and gas 

a Based on f prices for June 14, 1951 

6 Based on food prices for July 16, 1951 


r Revised 
ers. The number of adult men workers did not change. 

The number of adult workers seeking jobs remained 
at the low level of May. The practice of the Depart- 
ment of Commerce is not to classify workers on strike 
as unemployed. Consequently, the number of steel 
workers involved in the current labor dispute, even 
though some may have been looking for other jobs, 


The 82nd Congress and the Public Purse Strings 


g Based on food prices for March 12, 1952 
h Based on food prices for May 14, 1952 
i Based on food prices for June 16, 1952 


was apparently too small to affect the jobless total. 

The average work week in mid-May of this year for 
12.5 million workers was down to the pre-Korea level 
of two years ago. Industrial disputes in the steel and 
petroleum industries and a drop in the demand for 
some consumer goods offset the longer work weeks in 
defense-related industries. 


“This bill [H. R. 7888 to create a Joint Committee 
on the Budget] is basically designed to return to the 
Congress its lost control of the purse strings of the 
nation. Then, and then only can the overburdened 
taxpayers look for relief from the immense and con- 
stant upward trend in federal expenditures, and the 
long succession of federal deficits which has caused 
the huge amount of federal debt... . . 

“Confronted with imposing and increasing threats 
to the national economy because of ever-mounting 
spending pressures both at home and abroad, it is 
essential that the Congress meet this issue head-on, 
and solve the problems involved before it is too late. 
This committee believes that H. R. 7888 offers at 
least an approach to the solution of these problems in 
that the legislative branch would be definitely pro- 
vided with the equipment to permit it to examine 
carefully every item of expenditure so that appro- 
priations may be limited to only as much as, and no 
more than, is actually necessary to provide the mini- 
mum funds essential to successful operation of the 
government. 

“The Congress at present labors under a tremen- 
dous disadvantage because its two appropriations com- 


mittees . . . are not adequately staffed or equipped 
to handle this tremendous task. . . . It is impossible 
for members of these committees themselves to ex- 
amine properly the thousands of items presented in 
the budget, or to determine the real justification for 
the funds requested. . . . The result is that many 
millions of dollars have been appropriated in excess 
of the amounts actually needed properly to carry on 
the functions of the Federal Government. Those 
excesses have, of course, made worse the recurring 
large deficits which must be passed on in the form 
of new taxes to the already overburdened taxpayers, 
and unless stopped may eventually lead to national 
bankruptcy —House Report No. 2263 on H. R. 7888, 
June 20, 1952. 

(Note: S. 913, companion bill to H. R. 7888, passed 
the Senate on April 8, 1952. The Joint Budget Com- 
mittee bill, however, never reached the floor of the 
House for debate. A rule to provide for its consider- 
ation was defeated by the House on July 3 by a vote 
of 173 to 155. See “New Strings for the Public Purse,” 
The Business Record, January, 1952, for an analysis 
of these and other proposals to strengthen Con- 
gressional control over the appropriations process.) 
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HOW SOME INDIVIDUAL SAVINGS HAVE GROWN 


SAVINGS by individuals as shown below have increased more than twenty times 
in the past forty years. This is an increase of nearly $220 billion. The big depression did not 
make much of a dent in these savings. From $51 billion in 1930, the total dropped about $7 
billion in three years—practically all of it in time deposits in commercial banks, and to a 
smaller extent in equities in savings and loan associations. Most of the other assets continued 
upward. Government pensions and trust funds and individual holdings of savings bonds 
increased spectacularly from about 15% of the total in 1939 to 41% in 1951. 


Selected Forms of Savings in Millions of Dollars 


ie ee seek | Oye |) ee 
alates an an ‘o 
Soe Toausance Commercial | Mutual Savings} Postal Savings Savings Bonds | Associations® —e ae 
Banks® Banks? ¢ System’ 
LOR ieee ys Seo Soe es 9,735 3,782 3,358 Ne ME secre eter GoOy | Woes 10,535 
VE Oh 8 5 A ee; 2,911 4,121 3,482 Lites) ees, 724 sapnce 11,249 
Me Ceo 5 eo Tk. eee 3,086 4,460 3,636 Sin Mesa 9S: sli oe 12,002 
Ge ao oe 3,254 4,524 3,791 SO | Rear. Kod Ut st lie ee a 12,477 
1914 ee eee. fee 3,408 4,853 3,884 GES A eet. DAG Ae eas 13,146 
IDLS Aes» sidan has 3,595 5,676 4,021 Ol) Reece TOS4eE J tae ee 14,402 
RONG Sere neice buc:4: ffeoe: «allo = 3,881 6,563 4,257 LOO ER eee SL oy ee ee 15,924 
be Soe 2 a ae 4,192 7,123 4,368 140.5) Cece. et aaa 17,055 
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VOSS ce oe aes oe ee 17,203 13,170 15200; Deere 4,254 3,208 48,906 
NOS 6 ses eens eee ao 18,736 14,046 1259) eee 4,131 3,574 51,802 
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: ; i i i ly do not include all forms 3Beginning with 1941, the commercial bank figures exclude and mutual savings 
of reer iret the esta oretented le nt to be constrsed as oat pene Le ‘include sti pointe ep aspen to oak sean diderenta 
savings. "The series east fe choente Corporate securities, ‘busines 5 SIncludes both senorita Agee 2 banks and amounts not so redeposited; 
i i i ublic improve- exc ons. 2 _ 4 
4 = Saror the Se coronas of daviegs ce perhaps loser ta ; oF else a Pekar | fg La Lae a gees ca) se nA hadtiers pus 
clone et Nene tna ee eitcta we done plete ise s Bison less pbtained by linking this yes to Department of Commerce figures on assets of sav- 


ings and loan associations. 


1Figures consist of reserves, plus dividends unpaid and left to accumulate, less 7Government pension and trust fund figures prior to 1939 were obtained from 
premium notes and loans. “Hearings Before the Temporary National Economic Committee.” Estimates for 
2Excludes interbank time deposits, United States Treasurer’s time deposits, 1939-1951 were based on SEC data. 
open account, and postal savings redeposited in banks. p Preliminary. 


Sources: Treasury Department; Securities and Exchange Commission; Federal Savings and Loan Insurance Corporation; Department of 


Commerce; Federal Reserve Board; Temporary National Economic Committee; Institute of Life Insurance; “Spectator Year Book.” 
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= In 195], savings of individuals in the categories shown above reached $228.8 billion, an increase of $11 
billion over the previous year. These holdings rose by 260%, since 1939, and b 40°, since the end of 1945 

The greatest i ince 1939 has been in savi 1 ime its and life 1 seam re 

: e prcate: PS earl vi ne oa eros: bonds. In 1939, time deposits and life insurance accounted 

or slightly less than of the total. In 1, their proportion dropped to 52°; t i 

funds and United States savings bonds each accounted ft about 20%. bac san arg DINE 
patie touresssnlieveral Reserve; Comptroller of the Currency; Institute of Life Insurance; Federal Savings and Loan Insur- 
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DIRECTLY OR INDIRECTLY—INTO GOVERNMENTS 
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f the following six years brought the increase since 1939 down 
d loan associations are of lesser magnitude, the percent increases 


since 1939 are greater than those for any of the other groups shown. At the end of last year, 42% of mutual 
government securities. Holdings of life insurance companies and 


savings banks assets were in United States 
savings and loan associations were 16% and 8 
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WHO'LL BUY 


19 5 y BIDS FAIR to be another million-plus 

home-building year. Foundations for more 
than 500,000 nonfarm homes were set in place during 
the first six months of this year. And the January- 
June rate of construction is expected to continue un- 
abated throughout the rest of the year; at least that is 
what is implied by the several unofficial surveys of 
builders’ plans. 

But lurking behind this ostensibly unclouded fu- 
ture is the specter of a sagging housing market. Al- 
ready reports are drifting in of slowed sales, softening 
prices, and buyer caution. After more than three 
years of record home construction much of the back- 
log demand has been met—and new families looking 
for homes are not so numerous as they were in the 
early postwar years. 

Many analysts look for a growing replacement mar- 
ket for homes to offer an offset to the decline in new- 
family formation. But the past importance of this 
market has been small; and, as yet, no tangible signs 
signal a change in the historical pattern. A more im- 
mediate spur to demand could come from the recent 
easing (and foreseeable scrapping) of credit controls 
on home building. However, easier credit, by itself, 
may not significantly relieve the depressing effect of a 
growing pool of unsold homes. 

In the past three years about 4.0 million new homes? 
were put up, with another 1.5 million dwelling units 
added by conversions of existing dwellings, temporary 
units and the like. But no more than about 3.5 mil- 
lion new families set up households during the period. 
As a result, more and more vacancies have appeared in 
the nation’s 50 million dwelling units. Vacancies now 
number well over 4 million, of which about 1 million 
are available for sale or rent.” 


MORE VACANCIES THREATEN 


This 1 million—2% of total supply—is not a danger- 
ous overhang on the market. In fact, 3% is just 
about normal for periods of prosperity. But with new 
homes being put up at a much faster rate than new 
families are being formed, the vacancy situation can 
become serious within a year or two, if not earlier. 

At least, this is what the history of past ups and 
downs in the residential construction industry would 
seem to indicate. Builders have encountered con- 
siderable difficulty in adjusting their construction 


1Farm and nonfarm. 

*About two fifths of vacancies are seasonal units, another third 
include homes rented or sold but not yet occupied, homes held for 
absent households, homes undergoing extensive repairs and so forth. 


THE HOUSES? 


plans to demand. Historically, when demand has 
slackened and vacancies have begun to edge up above 
normal, builders have cut back on construction starts. 


Postwar Home Building Sets Record 
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Millions of nonfarm dwelling units started 
Source: Bureau of Labor Statistics 


But the hundreds of thousands of homes for which 
foundations were laid in the previous three to four 
months have continued to come on the market upon 
completion, further depressing the market. New 
homes started in early 1929, for example, were under 
construction when demand was high and vacancies 
not excessive. But by the time the finishing touches 
were added to the new houses, buyers were scarce. 

While the projected decline in family formation 
makes the present rate of home building seem un- 
tenable, such a conclusion appears to be less certain 
now than perhaps at almost any time in the recent 
past. This hesitancy stems from the unusual char- 
acter of the postwar housing market. 

A good part of the early postwar housing require- 
ments was satisfied by temporary units and conver- 
sions. In 1946, for example, nearly half of all newly 
created dwelling units were of these types. (See chart.) 
In 1947, the proportion was nearly as high. Thus 
by 1948 and 1949, a larger-than-usual proportion of 
dwelling units were of the makeshift variety. The 
desire of many of the families living in these quarters 
to obtain new residences was doubtless an important 
factor in the housing boom since 1949. Even now 
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there may still be a more-than-average number of 
families living in makeshift dwellings—a potential 
untapped replacement market for new construction. 


Since the average life of converted units is relatively 
short, the usual replacement cycle for dwelling units 
has apparently accelerated somewhat in the past sev- 
eral years. As families moved into newly constructed 
homes and apartments, the units they vacated were 
filled by families moving in from less desirable ac- 
commodations. As many of the nation’s 46 million 
household families moved up step by step, many of 
the vacated submarginal units remained unoccupied. 
Some of these units were demolished to make way for 
better housing; others, untended, became uninhabit- 
able. 

Adding in other units destroyed by fire, the total 
annual replacement housing market has been upwards 
of 100,000 units annually in recent years. (Before 
World War II the figure was significantly less.) 


Conventional Housing Starts Stay High 
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A growing replacement market could take up the 
slack in the predicted decline in family formation. 
Whether such a boon to builders will materialize 
would seem to depend on the general state of business. 
In the past, it has been cheaper or more convenient 
to renovate and repair than to replace a whole hous- 
ing unit. But it is conceivable that continued high in- 
comes may induce some potential renovators to move 
to newer homes. A substantial easing of credit terms 
may also have the effect of making a new house 
cheaper than a renovation of the existing one.’ 

Most of the replacement demand appears to have 
reflected itself in the desire for home ownership. City 
apartment dwellers have embarked on a veritable 
mass migration to the suburbs. The population of 


1Just how easy housing credit would have to become is problemati- 
cal. A reversion to early postwar credit patterns may not prove 
sufficient. 
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suburban areas since 1940 has increased more than 
three times faster than the cities proper; by itself, this 
is an important new source of demand; and this drive 
toward home ownership need not slacken under a 
growing over-all increase in vacancies. 


HOMES FOR APARTMENTS 


For to the extent that the demand for new homes 
is not interchangeable with the number of units avail- 
able for rent, it is possible to have vacancies increas- 
ing significantly in rental units at the same time the 
demand for home ownership continues unabated. 
There is some evidence that this, in fact, has hap- 
pened in the last few years. In April, 1950 (the last 
date for which figures were collected), vacancies 
amounted to 2.6% of dwelling units being rented or 
available for rent, but only 0.9% in owned homes 
or those offered for sale. 

Whether the shift toward home ownership can con- 
tinue as a major prop in housing demand at the rate 
of recent years is open to question. Since 1945, new 
homeowners have increased about 1 million each year. 
In November, 1945, 51% of all households were owner 
occupied. The figure is about 58% now. 


This postwar trend toward owner occupancy is 
much more pronounced than the long-run trend (see 
chart). Even during the prosperous decade of the 
Twenties, owner-occupied households increased as a 
share of the total by only one percentage point every 
two years. Since 1945, the shift toward home owner- 
ship has been at twice that rate; in fact almost all 
the increase in households has been in the owner- 
occupancy category. 
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annual average number of dwelling units added during each 
period. Data are generally for fiscal years ending in April. 
Sources: Bureau of Labor Statistics; The Conference Board 
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Any marked slackening of the rate of increase in 
ownership could pose serious problems for the con- 
struction industry. If, for example, homeowners in- 
crease their share of all households by only a half of a 
percentage point a year (half the recent rate) , housing 
demand from this source could fall from 1 million 
units a year to only 800,000 units. If the proportion 
of homeowners fails to increase at all, demand would 
fall to 500,000 units a year.? 

One factor which may offset, at least in part, the 
impact on the construction industry of any decline 
in the trend toward home ownership is the increas- 
ing importance which new construction rather than 
older houses may take in supplying over-all home own- 
ership requirements. 


FEWER SALABLE OLDER HOUSES 


During the decade 1940-1950, only about two thirds 
of the increase in home ownership of the typical one- 
family structure was traceable to new construction. 
The remaining third was made up of older houses 
which were being rented in 1940 and which were 
thereafter purchased for owner occupancy. There are 
still nearly five million of such nonfarm single-family 
units now occupied by tenants. But a large propor- 
tion are marginal semidilapidated units which are not 
in demand.” 

Others are held for investment purposes, the 
monthly rentals being an important source of income 
to the landlord. In any event, the prosperous condi- 
tions of recent years would seem to suggest that few 
salable units went begging for lack of a buyer. 

Thus if the trend toward home ownership continues, 

1Assuming an increase in total households of 1 million each’year. 


2In 1940, for example, 45% rented for less than $15 a month. Less 
than 23% of the houses in the other than one-family detached cate- 
gory rented for less than $15 a month. 


Rapid Growth in Home Ownership 
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Conference Board 


Credit Controls Hit VA and FHA Home Applications 
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Sources: Federal Housing Administration; Veterans’ 
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newly constructed dwellings may have to supply al- 
most all of demand. Under such a circumstance the 
number of families looking to buy a house each year 
could fall somewhat before the construction industry 
would feel the pinch. 


FAMILY FORMATION 


Notwithstanding the importance of housing replace- 
ment and the trend toward home ownership, family 
formation remains the dominant influence in the con- 
struction picture. New family households are now be- 
ing formed at a rate of nearly 1 million annually. But 
while still substantial, the rate has been declining 
steadily since the postwar peak in 1947, when more 
than 1.5 million new households came into being. Pro- 
jections based on population growth and marriage 
rates suggest a further decline to perhaps 850,000 to 
900,000 several years hence. 

From April, 1950, to April, 1951, households in- 
creased about 1 million. Marriages totaled about 1.7 
million, but because of divorces and deaths of married 
persons, the net increase in the number of married 
couples was probably not much more than 600,000. 
The buildup in our armed forces during that year 
separated about 350,000 married couples; and perhaps 
another 150,000 separations were for other reasons. 

Thus, despite the 1.7 million marriages, the increase 
in married couples living together is estimated at only 
100,000. Adding in the 250,000 married couples who, 
after having doubled up with relatives or friends, 
moved into their own quarters brings the increase in 
married-couple households to 350,000 during the year. 
The 350,000 “war widow” households, and the 250,000 


qe “More Families, More Homes,” The Business Record, August, 
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new one-person and other households account for the 
remainder of the 1-million increase. 

From all indications, it would appear that new 
households are now being formed at a slower pace 
than 1 million a year. And, in fact, the outlook for 
family and household formation in the next several 
years is anything but favorable. The number of 
marriages during 1951 was 5% under 1950. 

Marriage licenses issued in 1952 thus far suggest 
a further decline (see chart). Because of the low 
birth rate in the early 1930’s, the number of men and 
women who will be in the marriageable age bracket 
during the next few years will decline. 

Also suggesting a downward marriage trend is the 
declining proportion of single persons within these 
marriageable age brackets. In 1940, nearly half of 
all women twenty to twenty-four years old were single. 
By 1947, 38% were single. Now the figure is only 32%. 


Fewer Home Seekers 


Thus the number of newly married couples looking 
for housing during the next several years is likely to 
be small by postwar standards. Also, the hundreds of 
thousands of doubled-up couples who moved into their 
own homes in recent years cannot be counted on to 
add to housing demand in the future. Relatively few 
of the 1.7 million couples still reported as living with 
others in April, 1951, are likely to be in the housing 
market in the near future. Creation of new single- 
person households, which has added substantially to 
household formations in recent years, will apparently 
continue at roughly the current rate. 

The recent easing, or even the complete rescission 
of credit controls on home building, is not likely to 
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unearth any large new source of housing demand. As 
was anticipated in earlier articles,1 Regulation X has 
significantly dampened only that construction backed 
by FHA- and VA-guaranteed mortgages. The bulk 
of private home building (60% in 1951)—that fi- 
nanced by conventional mortgages or by cash—has 
remained close to record 1950 levels (see chart). 
Credit requirements for these types of homes have 
generally been more stringent than those required by 
Regulation X, and hence conventional home building 
could not be expected to be much affected by controls 
being lifted. 

In the first five months of 1952, there were 154,000 
FHA- and VA-backed homes started, compared with 
196,000 for the same period last year and 249,000 
in 1950.2 (Judging from recent trends in applications 
for FHA and VA loans (see chart), Regulation X has 
finally taken full effect, and no further decline from 
this source is likely.) 

Thus it would seem that a return to pre-Kore: 
credit terms would add, at most, 200,000 FHA- an 
VA-type new homes annually—and this assuming th 
heavy demand of two years ago. But more likel: 
the increase will be substantially less. And the boos 
accruing from dropping Regulation X would probabl, 
be in the metropolitan areas where FHA- and VA 
backed home building predominate. 


ALAN GREENSPAN 
Division of Business Economics 
See “After the New Spending Peak,” The Business Record, Nov: 
ember, 1950, and “Money Builds Houses,” The Business Record, 
July, 1951. 
*The 265,000 conventionally financed homes started in January- 
May, 1952, compared with 243,000 in 1951 and 304,000 in 1950. 
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Instalment credit granted as per cent of sales of 
durables other than automobiles 
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YEAR AGO—when the demand for consumer 

A durables was undergoing a decline even steeper 

than the decline in metal supplies—dealers 

and manufacturers alike found themselves suddenly 

approaching a problem which had been on the horizon 

ever since 1947: How big is the “normal” postwar 
market? 

To put the question more pointedly, how far below 
“normal” has been the performance of durables sales 
over the past year? Business in consumer durables 
has recently been reported as getting better. How 
much better should it be expected to get? 


HOW BIG IS NORMAL? 


With the upturn in the flow of materials,! the prob- 
lem has arrived with a bang. Ten years of sellers’ 
markets have left the best-established guides for the 
durables industries far in the past—so far that any 
long-term drift in individual markets, either up or 
down, may well have assumed very significant pro- 
portions. At the same time, the available near-term 
guides are highly suspect; to the extent to which post- 
war markets for durables have reflected the filling of 
backlogs, these years provide only a distorted picture 
of normal. 

Attempts to eliminate that part of the postwar 
market which arose from the filling of backlogs usually 
rely upon prewar relationships among demand, in- 
come, price and other variables. Thus, at best, they 

1Since the beginning of the year, copper and aluminum allocations 
to consumer durables producers have been rising steadily. At the 
time of writing, settlement of the steel strike had just been an- 
nounced. Production cutbacks owing to steel shortages were begin- 
ning in many industries and were imminent in others. However, 
the existence of substantial inventories of finished goods (except 


automobiles) has prevented any broad interference with retail 
durable sales. 
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HOW BIG ARE THE 
DURABLES MARKETS? 


substitute the doubts about prewar measures for the 
doubts about postwar measures. 


In 1952, the consumer durables industries are re- 
turning to normal, with only a very rough idea of 
what that normal signifies for sales. And for much 
the same reasons, these industries can only hazard 
educated guesses about the eventual consequences 
of the suspension of Regulation W. 


In general, pre-World War II standards (and, in 
many cases, postwar but pre-Korea standards) do 
not suggest that sales of durables have recently been 
abnormally low. Personal consumption expenditures 
for durable goods currently amount to about 1114% 
of disposable income. This is the lowest proportion 
of income spent for such goods since 1946. However, 
the proportion is approximately in line with the av- 
erage 1929 relationship, and in fact somewhat above 
the relationship that prevailed in the immediate 
prewar years. On the basis of experience in the late 
Thirties and early Forties, the current rate of con- 
sumer expenditures for durables is within what might 
be called a normal area for relatively prosperous 
periods. 

This is not intended to argue that durable goods 
sales will not rise above their present level in the 
near future. But retailers who have described recent 
levels of sales as abnormally depressed are in effect 
arguing that the market for durables now normally 
takes a significantly larger share of disposable income 
than it did twelve years ago. And on that point the 
optimists must assume the burden of proof. 


PASSENGER CARS 


Of all consumer durables, the automobile represents 
the single most important item, accounting for almost 
half of all hard-goods purchases. The influence of war- 
time backlogs upon demand has persisted longest for 
automobiles; it was not until 1950 that the principal 
deficiency in the total number of registrations appears 
to have been made up. 

As the backlog has diminished, however, the propor- 
tion of income spent on automobiles has declined from 
67% in 1950 to about 4% currently. This proportion is 
slightly above that experienced in 1929—one of the 
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historic boom years for the automotive industry— 
and is somewhat further above the immediate prewar 
level, which ranged close to 314%. Car dealers have 
complained that the sales level of about 4.3 million 
units (annual rate) of the first quarter of the year 
was significantly depressed. But at present levels of 
prices and income, expenditures for automobiles in the 
first quarter were depressed only if normal is measured 
by postwar experience. Demand formulas! derived 
from prewar relationships, as well as THz CoNFERENCE 
Boarp’s own analysis of the current automobile mar- 
ket,? indicate a probable level of normal demand 
somewhere between 4 and 5 million cars a year for the 
early 1950’s. First-quarter figures of new registra- 
tions (seasonally adjusted) are within this range. 
The seasonally adjusted rate of sales for the first half 
of the year is likely to be at roughly the mid-point of 
the anticipated range, taking into account the second- 
quarter improvement in sales (partly as a result of 
the end of Regulation W) . 

1See Survey of Current Business, June, 1950, p. 7, and April, 1952, 


p. 20. 
2See The Business Record, October, 1951, p. 376. 
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To what extent will the suspension of Regulation 
W alter the proportion of income spent on automo- 
biles? Before the war, new consumer credit granted 
for mstalment purchases of automobiles ranged be- 
tween 2% and 3% of disposable income. During 
1929 and the immediate prewar period, it was near 
the upper limit of this range. Just prior to the recent 
suspension of credit controls, it was at about the mid- 
dle of the range. If new credit granted on automobile 
sales were to rise to its level of the late Twenties, new 
credit granted for car purchases would increase by 
about $700 million (annual rate) from the rate pre- 
vailing in the first quarter. Assuming an average one- 
third down payment and no change in the number of 
cash buyers, this increase in credit would represent 
approximately $1 billion of additional motor vehicle 
sales including both new and used cars. 


It is also possible that the rate at which new 
credit will be granted for automobile sales may rise 
considerably above the prewar rate. During the war 
years, the relationship of outstanding consumer credit 
to disposable income dropped very sharply because the 
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goods normally bought on credit were not available. 
In the early postwar years it rose, but was still at 
relatively low levels. The exalted state of consumer 
liquid asset holdings encouraged an abnormally high 
proportion of cash purchases. Measured against pre- 
war years, the relationship of outstanding debt to 
total income is still relatively low for automobile debt 
(as well as for debt on other durables) . 

The repayment burden on existing consumer auto- 
mobile instalment debt is also a smaller proportion of 
income than it was before the war.! It is altogether 
possible that a major extension of the repayment 
period—say to the 36-month limit which prevailed 
prior to the war—would yield a substantial increase in 
the rate of credit sales, until total repayment obliga- 
tions again approach their prewar relationship to in- 
come. 

In the absence of any strong tendency for total 
debt obligations to rise to their prewar level, there 
is little reason to look for any serious excess of de- 
mand over supply in the automobile market during 
1952 (except in so far as the steel strike has disrupted 
the industry’s production outlook). And the vigorous 
efforts that automobile producers are now devoting 
to new-model designs suggest that they agree with 
this conclusion. 


HOUSEHOLD DURABLES 


Between 1946 and the middle of 1951, consumers 
spent about 6% of their disposable income on house- 


1Prior to the war, the range in downpayment was between 20% 
and 40% of the purchase price, and was typically 33%. Maturities 
ranged between twelve and thirty-six months, and typically were 
eighteen months. Almost all the current outstanding debt, and hence 
current repayments on this debt, reflect the limiting terms prescribed 
by Regulation W—one-third down and eighteen months to pay. 
The average downpayment actually made was somewhat higher than 
one-third the purchase price, and maturities averaged fewer than 
eighteen months. 
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hold equipment—furniture, carpeting, and household 
appliances. During the second half of 1951, however, 
the proportion declined to about 5%, and has re- 
mained at approximately that level thus far in 1952. 
For virtually all the items included in this category, 
the question of shortage has long since become a sub- 
ject of wry humor. Even under highly improbable 
assumptions regarding the rate of consumer expendi- 
tures for these goods in the future, present inven- 
tories,! and the prospective course of metals alloca- 
tions, indicate, at the least, vigorous competition. 

However, aggregate consumer expenditures for the 
many items making up the household equipment cate- 
gory are now running somewhat below the levels of 
the prewar period. Compared with the current 5% 
rate, 5.7% was spent in 1929, and 5.3% during the 
years immediately prior to World War II. On this 
basis, an increase in expenditures for these goods dur- 
ing the remainder of the year would be possible. 


Differences in Demand 


The demand for all home-furnishings goods is not 
uniformly depressed. A number of typical electrical 
appliances illustrate the varying conditions now exist- 
ing in individual markets. Among the leaders in sales 
performance is the washing machine. Retail sales, 
sparked by the strong growth trend of the automatic- 
type machine, have remained far above a “normal” 
computed demand, although the difference narrowed 
during the second half of 1951. For last year, as a 
whole, about 3.4 million units were sold. This year the 
demand formula yields an estimated 1.8 million units; 
but, on the basis of recent volume, the actual sales 


1Production of household durables immediatel i 
1 Yy preceding the 
steel strike was 8% above the 1947-49 average, and retail sales eolane 
was only 4% above. The inventory-sales ratio was 2.4, compared 
with typical levels as low as 1.8 immediately prior to Korea. 
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will apparently be substantially above this figure. 
On the other hand, sales of vacuum cleaners, which 
were also above indicated demand levels in the first 
half of 1951, were about equal to indicated demand in 
the second half of the year and are currently running 
only slightly above the demand estimate (see chart). 
Refrigerators furnish the inevitable example of over- 
supply and depressed demand which are characteristic 
of most of the appliance market. Through the first 
half of 1951, actual demand had consistently exceeded 
the indicated statistical normal. During the latter 
part of 1951 and continuing into 1952, sales fell con- 
siderably below “normal” for the first time since the 
industry’s production level was rebuilt after the war. 
Last year, about 4 million refrigerators were sold, 
approximately the number indicated by the demand 
formula for refrigerators. Based on current levels 
of income and prices, the 1952 formula estimate is 
also 4 million. Actual demand, however, has remained 
below the indicated rate thus far in the year. 


EFFECT OF "“W" SUSPENSION 


The suspension of Regulation W may well help the 
home-furnishings group to return to its prewar re- 
lationship of sales to disposable income. Instalment 
credit is an important source of sales in this group; 
in prewar years, approximately one half of the pur- 
chase value of home furnishings and appliances was 
represented by extension of instalment credit. The 
recent proportion has been about one third, and the 
proportion was showing a tendency to rise even before 
the suspension of Regulation W. In the years immedi- 
ately prior to the war, credit granted on home-furnish- 
ings purchases was in the neighborhood of 3% of dis- 


1See Survey of Current Business, June, 1950, pp. 8-9. 
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posable income; recently it has been 2.4% (The post- 
war peak was 2.7% in 1950.) Outstanding debt on 
homefurnishings purchases is now roughly at 1.5% of 
income; late in the prewar period it was above 2%, 
and the current level is even below the experience of 
1949 and 1950. A return to 3% in the relationship of 
credit granted to disposable income would imply an 
increase of approximately $1.5 billion (about 10%) in 
sales of home furnishings. 


INCOMES AND FAMILY FORMATION 


In connection with the durables markets, two other 
major influences should be noted. First, while sales 
are dependent upon changes in income levels, they 
are apparently more sensitive to changes in income 
arising from changes in employment than from 
changes in wage and salary rates. Over the past year, 
while durables sales have languished, income has 
risen primarily because of rises in wage and salary 
rates; employment has remained roughly stable. 

Secondly, the rate of formation of families and 
households is itself a dominant element in the durables 
markets. While the trend of family formation is down, 
the level is still materially above that prevailing in 
the late prewar period. 

On balance, these considerations do not now suggest 
any striking upward movement in durables sales. 
They indicate, however, that the free availability of 
credit may still provide a substantial offset to any 
downward tendency caused by the anticipated decline 
in family formation. But even these limited conclu- 
sions depend upon prewar and postwar relationships, 
the validity of which is still in doubt. 


GrorcE BENSON 
Division of Business Economics 
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Survey of Business Policy 


INDUSTRY PLANS FOR THE FUTURE 


"Accurate planning beyond one year is difficult at 
best, and long-range plans are very apt to be 
changed before completion. Nevertheless, they serve 
a definite purpose in setting up an orderly approach 
to the problems of long-range growth of the com- 
pany. We consider long-range planning a most 
important factor in the continued development of 
product, plant, organization and company policy." 


P THIS STATEMENT is typical of many received 
by Tur Conrerence Boarp in response to its 
current survey of business practices, which 

delves into the use of long-range planning in industry 
today. However, although there is general agree- 
ment among the 151 cooperating industrial companies 
about the value of planning for the future, few stand- 
ards exist regarding the activities to plan and the 
length of time for which plans should be devised. 

In addition, there is a divergence in methods of ap- 
proaching the planning problem. In some cooper- 
ating companies long-range planning is conducted 
according to formalized procedures, while in others it 
is carried out in an almost haphazard manner. But 
in either case, the long-range planning “helps steer 
the activities of the company toward a definite goal.” 


WHICH ACTIVITIES ARE PLANNED? 


Cooperating executives indicate that throughout 
industry as a whole there are few functions which are 
not subject to planning on a long-term basis. But 
not every field of activity is planned in every com- 
pany. The emphasis placed upon long-range planning 
varies according to the importance of the different 
activities in each company’s over-all operations. Some 
companies plan some items on a short-term basis and 
others over a period of years. And, of course, some 
companies do not plan at all. 

Capital expenditures are more subject to long-range 
planning than any other type of activity, according 
to reporting executives. More than three fourths of 
the companies which engage in forward planning for 
a period of more than one year set capital expendi- 
tures goals. In fact, in many cases capital expendi- 
tures are the only items treated on a long-term basis, 
because of the dependence of other company activi- 
ties on the availability of capital for expansion. As a 
manufacturer of industrial equipment points out: 


“We attempt to set our sights ahead as far as possible 
as to capital expenditures, and then each move that we 
make in other fields is in the direction of that plan.” 
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Second in importance to capital expenditures, and 
closely related to them, are other activities in the 
financial field. Items such as cash requirements, 
profits, working capital, budgets and even tax pay- 
ments are planned far in advance by two thirds of 
the cooperating companies which set up long-range 
plans. An electronics manufacturer states: 


“Financial planning is more or less continuously before 
us, and is complicated by the following. We are in a 
growth industry, sales fluctuate over a wide range, we 
believe in stabilized employment, and our policy is to keep 
the company growing with as little dependence as possible 
on bank loans. Our planning takes into account stock- 
retirement dates, fluctuations in working-capital require- 
ments, dividends, cash requirements and earnings.” 


And a producer of soft goods explains: 


“Activities planned in the long-range financial forecasts 
are expenses; nonoperating income and deductions; profit- 
sharing; net profit in the operating category; cash income, 
disbursements and balances; and balance sheets. Income 
taxes, of course, enter the study very strongly on the 
basis of certain assumptions, but they can hardly be said 
to be ‘planned’ except insofar as taking advantage of 
such things as excess-profits taxes, etc., is concerned.” 


Sales effort is also planned on a long-term basis, 
according to more than half the companies which use 
the long-range planning technique. Among the sales 
activities which are preplanned for a period of years 
are market research, sales promotion methods, sales 
coverage, advertising and methods of distribution. 
In addition, many companies indicate that research 
and the development of new products are important 
long-range programs in the sales field. 

Approximately half of the cooperating companies 
that plan for more than one year engage in long- 
range planning in the field of research. A radio com- 
pany points out: 


“Research ‘and development activities are planned 
years ahead with regard to technological trends and the 
projected size of the company. Since bringing out new 
products is one of our principal activities, and since one 
of the major objectives of our research and development 
program is to keep our people employed, this phase of 
our business receives considerable attention.” 


And a producer of printing machinery says: 


“Our long-range planning stems from our sales fore- 
casts, which break down into a short-term forecast (one 
year) and a long-range forecast of approximately twenty- 
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five years. The activities included in our long-range plan- 
ning are new product development, diversification of 
product and broadening of the product lines to achieve 
definite end results with regard to sales volume in relation 
to capital investment, and in order to participate in those 
branches of the industry which are growing at a faster 
than average rate.” 


In addition, other fields of industrial activity are 
subject to long-range planning in cooperating com- 
panies. Executive comments follow: 


“We engage in conscious long-range planning in the 
development and training of younger service representa- 
tives, both to expand our force and to replace older men 
as they drop out.”—Machine tools 


* * * 


“A most important long-range planning value is in the 
field of raw materials. A concrete example in the rubber 
industry at the present time is natural and synthetic 
rubber demands of five years hence, as well as rayon 
requirements for tires. Rayon has been in short supply, 
and natural and synthetic rubber may be in a year or 
so, unless immediate plans are made to increase the supply 
of rayon and synthetic rubber by new facilities.” Rubber 
products 


* * * 


“Forward planning is an essential and important func- 
tion of management in the petroleum industry. Unlike 
most industries, the petroleum industry deals in a product 
that is heavy, bulky, inflammable, and of comparatively 
low value, which is in almost continuous movement from 
its source at the bottom of an oil well to the ultimate 
point of consumption as a finished usable product, which 
point may be thousands of miles from its original source. 
Petroleum does not lend itself to economical storage, and 
therefore the supply and demand must be kept in balance 
with the minimum of working stocks; the balance can be 
accomplished only through the most careful and compe- 
tent forward planning.”—Oil refining 


* * * 


“Qur long-range planning also calls for outlining con- 
tributions to philanthropic organizations.”—Transporta- 
tion equipment 

* * * 

“Long-range planning is especially important in a plant 
of our sort, in which there is a diversity of products. The 
activities which are planned comprise sales activities, 
allotment of the plant’s capacity to different products, 
allotment of space in the plant to different products, and 
the finances that have to do with the same activities.” 
—Iron and steel products 


* * * 


“Our participation in defense production is planned 
in relation to available productive capacity indicated by 
that portion of our long-range forecasts which covers the 
next three to five years ahead.”—Industrial machinery 


FOR HOW LONG? 


Three to five years ahead is the most common term 
for long-range planning, according to cooperating ex- 
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ecutives. In most instances companies set up a 
target date and then plan all of their activities with 
that date in mind. However, the length of time for 
which plans are made varies widely from company 
to company. In some instances, long-range plans are 
confined to two years ahead, while in others they are 
measured in terms of decades. And even within indi- 
vidual organizations the long-range planning period 
often differs according to the subject under consider- 
ation. An automotive equipment manufacturer illus- 
trates the variation in terms of intra-company plan- 
ning: 


“Our capital expenditures are set up in many instances 
for two and three years ahead of our operations. Our re- 
search is devoted to products that may be required five, 
ten, or more years in the future. Our sales programs and 
merchandising are prepared and tried out over a period 
of one to two years ahead of their being put into effect 
on a national scale.” 


Long-range sales effort is often planned farther 
ahead than other types of industrial activity, report- 
ing executives indicate. In many companies, of 
course, all items are planned for the same length of 
time. But in most organizations where variations 
in planning terms occur, those sales activities which 
do not involve immediate action are planned for the 
longest period. 


LOOKING FARTHER AHEAD? 


Indications are that the planning term is length- 
ening at the present time. Several companies state 
that “while in the past we have confined our planning 
to an annual basis, plans are in progress to extend our 
planning over a longer period.” 

Many companies attribute the lengthening in plan- 
ning terms to taxes and other actions of government. 
A hardware manufacturer points out: 


“One reason why our long-range planning is getting to 
have a longer range all the time is that, with taxes the 
way they are, we cannot afford to spend so much as we 
would like to in a year. Therefore, many things have to 
be held over.” 


Other organizations point out, however, that their 
long-term plans are actually being restricted by gov- 
ernment activities. An industrial equipment manu- 
facturer says: 


“We are finding it more difficult to make long-range 
company plans because of the many uncertain factors 
which are ever-increasingly interrupting the normal think- 
ing of today’s businessman. I believe that every business 
should, as nearly as possible, be conducted on a long- 
range program, but find that it is necessary to inject so 
many ‘ifs’ into one’s thinking that in the end what would 
normally be a long-range program has boiled down to six 
months or a year, on average. We hope that before too 
long things will be established so that longer planning can 


326 


be made a reality without too much interference from 
governmental activity.” 


RESPONSIBILITY FOR PLANNING 


Responsibility for directing and coordinating long- 
range planning is invariably a function of top man- 
agement, cooperating executives state. But only rarely 
is this responsibility vested in one man. Where it js, 
the president usually handles the task. In most in- 
stances, however, responsibility for the planning func- 
tion is given to a group of executives or directors of 
the company. 

In many large organizations the board of directors, 
through the chairman or the executive committee, re- 
tains responsibility for long-range planning. In other 
companies, a committee of all top operating executives 
coordinates the activity, while in still other cases the 
president and executive vice-president are responsible 
for the company’s long-range planning function. Ina 
few instances planning is a responsibility of the treas- 
urer or controller, subject to review by the presi- 
dent or the board of directors. But in any case, the 
function is one for which responsibility is retained 
at the top. 


Participation 


Participation in formulating plans is not confined 
to the highest levels of management, however. In 
most cases, long-range plans are derived by heads or 
members of the departments concerned and submitted 
to top management for review. An oil-refining com- 
pany points out: 


“Our long-range planning is directed and coordinated 
by a permanent committee of top operating executives. 
Within each operating department and each of several 
staff departments, one individual is responsible for pre- 
paring the necessary data pertaining to his department. 
Working together under the committee’s supervision, these 
individuals assemble the various data into the final plan 
which is submitted to the board of directors for approval.” 


A locomotive company states: 


“Long-range planning is approved by the chairman of 
the board but is largely carried on by the officers of the 
company in charge of the division or divisions involved 
in the expenditure. For instance, in planning for new 
products, our engineering, production and sales depart- 
ments all are involved, but the final decisions of these 
departments are approved by the chairman personally 
before the work is undertaken.” 


And in a steel company: 


“The president of our company is the coordinator of 
our over-all long-range plans. The planning in various 
activities is under the direction of the particular member 
of general management responsible—such as: 


Finance—vice president-finance 
Sales—vice president-distribution 


Capital Additions—vice president-operations 
Research—director of research.” 


Less than 10% of the cooperating companies 
indicate that they employ any personnel who devote 
their time solely to long-range planning. In most 
cases the function is carried out in conjunction with 
other duties. However, several companies state that 
“top management spends more than half its time on 
planning for the future.” Most companies indicate: 


“We do not have anyone in our organization spending 
his full time either initiating or directing planning; neither 
do we have a department entirely devoted to such work, 
as we find it more economical to handle planning through 
the department most familiar with the product.” 


However, in a few instances the use of full-time 
personnel was reported for research and planning in 
specific subjects: 


“We have a general development division of the devel- 
opment and research department whose main assignment 
is long-range planning. This group is headed by a man- 
ager and is responsible for market research on basic prod- 
ucts to determine long-range trends, new plant surveys 
(geographic expansion) , raw material surveys, studies of 
other chemical companies for comparative purposes, and 
various other economic and management studies. It is 
anticipated that the activities of the foregoing group may 
be expanded in the future, as long-range planning is be- 
coming more important due to the length of time now 
required to build new plants, and also because of its im- 
portance as the company grows in size.” 


* * * 


“The function of long-range planning is centralized 
under the vice president-planning and control. Directly 
under this department are three functions—plant-devel- 
opment planning, engineering, and organization planning 
—which are staffed with full-time organizations. These 
departments, in their planning, coordinate most commonly 
with our market research division (which is under the 
sales department) , our industrial-engineering division, our 
product-development division, and obviously, our treasury 
and accounting divisions.” 

* * * 


“The statistical department devotes full time to the 
preparation of certain figures which are reviewed by top 
management and incorporated in the current and long- 
range program.” 


Outside Help 


More than half of the cooperating executives state 
that their companies receive some form of outside 
assistance in formulating their long-range plans. How- 
ever, all these companies emphasize that the outside 
help is not used in planning as such, but in an ad- 
visory capacity on certain aspects of the planning 
process. Consultants are retained for help in special- 
ized problems and to supplement the work of certain 
company departments. 
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Outside assistance is obtained most often in the 
field of economics and finance. Almost half of the 
companies reporting the use of outside help retain 
economists and financial experts to help them pre- 
pare their long-range plans. In addition, the use of 
consultants in the fields of marketing, research, in- 
dustrial facilities and law is quite common. Com- 
ments on the use of outside help follow: 


“We do not use outside help in long-range planning 
for our regular products. However, we have consulted 
specialists when the projects were somewhat different 
from those of which we have had experience; in other 
words, if we were planning a new power-plant installation 
we would probably consult experienced engineers to at 
least approve our plans before going ahead with the job.” 
—Transportation equipment 


* * * 


“We have some of the research foundations working in 
conjunction with our own research departments in some of 
our work; and from time to time we engage the services 
of some of the engineering firms that we feel have some- 
what more experience than our own engineers, to develop 
improvements in our processes and specialized machine 
equipment.”—Automotive equipment 

* * * 

“We use outside help in our long-range planning, par- 
ticularly with respect to the te:hnical aspects of the prin- 
cipal markets for our product and the projections of the 
economic conditions under which we might be operating 
during the period for which the plans are made.” —Chemi- 
cals 

* * * 

“We do not ordinarily use outside help in long-range 
planning, except to the extent that we attempt to secure 
from our major customers as much information as possible 
as to their anticipated requirements for our products.”— 
Automotive equipment 


THE PROCESS 


The long-range planning process in industry varies 
from company to company, according to cooperating 
executives. Some companies merely plan activities 
in one field, such as finance or research. In these 
cases little coordination is required, and the planning 
is relatively simple. In most instances where long- 
range planning is carried on, however, activities in 
many fields are involved. Coordination becomes a 
major part of the work, and the process becomes 
more complex. 

In general, industry’s long-range planning process 
starts with an analysis of the markets for the com- 
pany’s products for the period under study. Based 
upon the sales forecast, the productive capacity and 
capital requirements are derived. Raw material and 
personnel needs are investigated. Earnings schedules 
and financial policies are set up. And all of this in- 
formation is coordinated in a master plan which 
undergoes constant review and periodic revision. 
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The following excerpts describe the process as it is 
carried out in some of the cooperating companies: 


“Each operating division is responsible for preparing 
a ten-year forecast of its activities, and in these projec- 
tions makes use of the statement of company objectives 
which has been developed and approved by management. 
Such objectives for each division are generally related to 
industry trends, market research, known or anticipated 
competition, plant and production facilities available or 
required, and other factors. The long range-planning 
process can probably best be explained as the product of 
the following operations, which occur in approximately 
the order listed: 


1. Development of the schedule of due dates of all 
data. 

2. Projection of expected levels of business activity 
in the lines allied to the company’s operations. (Pre- 
pared by the Market Research Section of the Sales 
Department, Central Staff.) 

3. Projection of costs of staff departments, research, 
advertising, pensions, etc., and the allocation of these 
costs to operating divisions. 

4. Projection of requirements for capital replacements 
and additions. 

5. Projection of divisional sales, profits and working 
capital requirements. 

6. Consolidation of divisional forecasts. 

7. Projection of company general charges, income 
taxes, dividends, financing, etc. 

8. Development of textual data describing pro- 
grammed activities and the issuance of a full report 
including programmed financial data for each division 
and for the company.”—Chemicals 


* * * 


“Our long-range planning process begins with a dis- 
cussion with our sales manager as to the grades of paper 
he plans to sell over the next three years, from which we 
make up a sales budget and arrive at the estimated prof- 
its. The mill managers send in their construction budgets 
for the three-year period, and when we have accumulated 
this material we figure out the return on the new money 
to be spent, and give preference to the jobs which show 
the best return. We then have a round-table conference 
of everybody concerned and make revisions in accordance 
with any suggestions that might be brought out at the 
meeting.” —Paper 

* * * 

“Our long-range planning is directed and coordinated 
by a permanent committee of top operating executives. 
Within each operating department and each of several 
staff departments, one individual is responsible for pre- 
paring the necessary data pertaining to his department. 
Working together under the committee’s supervision, these 
individuals assemble the various data into the final plan 
which is submitted to the board of directors for approval. 


“Each operating department forecasts its own activities 
in the light of this general forecast, and estimates its 
capital requirements. The plans of the individual depart- 
ments are then integrated. Proposed expenditures of each 
are considered not only with regard to the immediate 
profitability of the specific project, but also with special 
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regard to the long-term effect of the project on every 
other department and on the welfare of the company as 
a whole.”—Oil refining 

* * * 

“Capital expenditures and financing usually are planned 
in advance for approximately a five-year period. The 
capital expenditures are based on estimated sales require- 
ments for approximately five years. 


“The additional plant required to satisfy sales require- 
ments in excess of plant capacity is planned in detail by 
the factory organization and reviewed by top adminis- 
tration. The cost of the plant additions is estimated by 
manufacturing and purchasing departments, and in the 
light of that cost the prospective profits to be derived 
from additional sales volumes are reviewed and evalu- 
ated by top administration, whose conclusions are pre- 
sented to the board of directors for approval. 


“The estimated benefits to be derived from additional 
sales volume which would require plant additions are con- 
sidered in relation to the penalty for not providing suffi- 
cient plant to satisfy customer demands. This penalty 
would be the loss of position in our industry for failure 
to supply customers’ requirements, and-the consequent 
virtual abandonment of the business to competitors. 

“Long-range financing is planned to cover approxi- 
mately the same period as the expenditures for additional 
plant. Such financing would, of course, include require- 
ments for additional working capital necessitated by the 
additional sales volume made possible by expansion of 
plant capacity. To determine these financial requirements, 
we estimate the probable result of operations for the five- 
year period and the estimated balance-sheet position at 
the end of each of the five years should estimated sales 
and profits be realized during the period.”—Machinery 


DIFFICULTIES OF LONG-RANGE PLANNING 


Although many companies indicate that they do 
engage in long-range planning, and that they derive 
benefits from it, a sizable number of cooperators 
state that long-range planning is difficult, if not im- 
possible, to carry out in their organizations. In most 


policies that affect the construction industry change. This 
is, of course, no happy situation for us, because there is 
always a great element of uncertainty.”—Building ma- 


terials 


Industry Peculiarities 


“We do not plan for longer than one year. The machine- 
tool business is of such a cyclical nature that our plans 
are continually being altered to suit the variations that 
oceur.’—Machine tools 

* * * 

“The trouble with future planning in a highly cyclical 
industry is that, while it has great utility, it is hard to 
combat the psychological factors involved. When business 
is good, there is a tendency to expand and provide for 
large expenditures. As soon as business slumps, everybody 
wants to contract. There is a tendency to base decisions 
on present-day conditions rather than on the planned 
program.”—M achinery 

Matcotm C. NEUHOFF 
G. CiarK THompson 
Division of Business Practices 


Income Redistribution in Sweden 


“As will be seen, the number of persons in the income 
brackets between Kr. 600 and Kr. 5,000 shows a striking 
decline. Thus, in 1945 nearly four fifths, but in 1950 only 
slightly more than half, of the total number of income 
earners had an income lower than Kr. 5,000. At the same 
time, there was a corresponding increase in the higher 
brackets. The increase was especially noteworthy in the 
Kr. 5,000-6,999 and the Kr. 7,000-9,999 income brackets, 
which went up from respectively 12.2% and 5.9% of the 
total number of income earners in 1945 to 21.4% and 15.3%, 
respectively, in 1950. 


1945 1950 
Net Income 
Kr. 


No. Income | In % of | No. Income | In 2) of 


cases, these difficulties were related to two factors— 
peculiarities of a particular industry, and govern- 
ment controls. Comments on the difficulties of plan- 
ning follow. 


Government Controls 


“Unfortunately, our company has been unable to put 
into effect very many of those things which have been 
planned, because we do not wish to indulge in long-term 
financing for the purpose, and the government’s unrealis- 
tic and unsound taxing policy on corporations has been 
such that after taxes we have found ourselves unable, in 
many instances, to make the necessary improvements. The 
result of this has been that our plant has suffered seriously 
in the last few years.”—Foundries 


* * % 


“Because government policies and controls affect our 
business to a very great extent, all of our planning is, as 
far as possible, subject to revision, in case government 


Earners the Total Earners the Total 
600—. 999........ 230,600 7.5 97,800 2.9 
1,000— 1,999........ 664,400 fF lias f 480,400 14.1 
2,000— 2,999........ 578,600 masses 432,800 a AE Ff 
3,000— 3,999........ 520,000 16.9 397,900 ath Mer / 
4,000— 4,999........ 388,400 12.6 392,900 11.5 
5,000— 6,999........ 374,900 12.2 727,000 21.4 
7,000— 9,999........ 182,000 5.9 520,800 15.3 
10,000-19,999........ 105,500 3.4 295,400 8.7 
20,000—49,999........ 26,300 0.9 50,000 1 bees 
50,000=.Ge52 <taias ges 4,300 0.1 6,300 0.2 

Total S37 eer 8,075,000 100.0 3,401,400 00.0 


“The causes of these shifts in the distribution of income 
are partly to be found in the depreciation of money between 
those two years, though even in 1950 this was still a factor 
of minor significance. The principal explanation is rather 
the sharp rise of the real income level for the great majority 
of income earners during the postwar period. Using the 
cost-of-living index as our gauge, we find that the depre- 
ciation of the monetary unit between 1945 and 1950 repre- 
sented about 10%, whereas the rise in the average income 
amounted to 42%.”—Source: “Index” Svenska Handels- 
banken, Stockholm, March, 1952. 
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PATMAN vs. DOUGLAS, ET AL. 


On June 26, 1952, Representative Wright Patman, Chairman of the Subcommittee on 
General Credit Control and Debt Management of the Joint Committee on the Economic 
Report, submitted to the chairman of the committee a report on "Monetary Policy and 
the Management of the Public Debt."’ The report evoked a simultaneous "Statement of 
Views by Senator Douglas." Below are selected statements from the report (in italics), and 
in juxtaposition, the dissenting views of Senator Douglas (in roman type). 


Following this Patman-Douglas "debate" are certain further extracts from the report of 
the Patman subcommittee (italics) and a number of citations from standard works (roman) 
with which these assertions from the report appear to be in conflict. The subject here is 
bank reserves, which for decades prior to the passage of the original Federal Reserve Act 
were extlicitly or implicitly at the heart of the controversy about the "'elasticity'’ of cur- 
rency and bank deposits. 


66 


. . . a reasonable degree of insulation of part of the government security market 
from the influences affecting private borrowing 1s desirable, other things being equal, ‘i nsulation” 
both because of the resulting interest saving to the government (and so to the taxpayers) 
and because the presence of some insulating devices is likely in practice to increase 
the flexibility of monetary policy.” 


—The Report 


“The word ‘insulation,’ as used in the subcommittee’s report, is soft, pleasant, 
and enticing, and the report is quick to point out that it wants the insulation to 
be reasonable. The word ‘rigging’ would be harsh, brutal, and repulsive. Yet 
I think the truth is, if we are not very careful, that the principle of insulation 
will become the practice of rigging. We will have the creation of an artificial 
market by devices resolutely denied to private firms but eagerly adopted, in 
the future as they have been in the past, by the government itself.” 


"Rigging" 
—Sen. Douglas 


“The principle of insulation presents the grave danger of evils that are 
catastrophic in their realization. One danger is that the government cannot, 
in the end, produce rigged markets for its own securities and then hold the 
private economy to a standard of financial morality that it refuses for itself. 

“The end result of such a double standard of financial morality is simply 
the destruction of confidence in the integrity and purposes of government. A 
"A double standard” particular phase of this destruction of confidence relates to the government’s 
credit: insulated and rigged markets do not in the long run maintain but rather 
destroy the credit of the government. 

‘Another evil of an insulated and rigged market is that the Congress and the 
Executive in their financial planning, not merely with regard to the total of 
expenditures but especially in weighing the advantages of taxation versus those 
of borrowing, become deceived regarding the cost of borrowing. 

“Another great evil, finally, is the one we have already experienced. In 
practice, the principle of insulation simply means that whenever the public is 
unwilling to surrender its money voluntarily on the terms and conditions that 
the government offers, the ‘insulation’ comes to consist merely in the creation 
of new and additional supplies of money to take the government’s securities 
off the market.” 
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“The government is quite able to compete in the money market. If it will 
but do so, allowing itself only the advantage accruing to government as the 
ultimate taxing power, we shall then be in a position to permit our monetary 
authorities to reduce or restrain the growth of the money supply when a plethora 
of money is producing an inflation and, by the same token, to increase the 
money supply in a deflationary situation—when the increased money would 
not only affect prices but also call into use idle manpower, plant, and materials, 
and hence increase the real national income itself. 

“Tt seems to me that this process of creating bank reserves and new money, 
merely for the purpose of giving the government a protected securities market, 
often in contradiction of more fundamental considerations, has gone quite far 
enough in our country.” 


"Able to compete" 


—Sen. Douglas 


“There is one method of protecting the market for its securities that the 
government properly possesses: the power to tax. I believe this is a sufficient 
" af protection, since it gives the Federal Government a prodigious advantage over 
Has "a prodigious ad- : is d 7 1 2 : 

vantege’ any private borrower, and we will do well resolutely to avoid all enticements 

looking to other kinds of insulation, rigging, and pegging. I would regard sta- 
bility of the price level as far more important to the economic and social well 
being of the country than any artificially maintained stability of the interest rate.” 


15. The independence of the Federal Reserve System 1s based, not on legal 
right, but on expediency. Congress, desiring that the claims of restrictwe monetary 
policy should be strongly stated on appropriate occasions, has chosen to endow the 
System with a considerable degree of independence, both from rtself and from the 
Chief Executive. This independence rs in no way related to the unsettled question | E,ough independ 
of whether the board of governors 1s or 1s not a part of the executwe branch of the deg Mh 8 hh oe 
government. pe! 

“Tt is naturally limited by the overriding requirement that all of the economic 
policies of the government—monetary policy and fiscal policy among them—be co- 
ordinated with each other in such a way as to make a meaningful whole. The inde- 
pendence of the Federal Reserve System 1s desirable, not as an end in itself, but as a 
means of contributing to the formulation of the best over-all economic policy. In 
our judgment, the present degree of independence of the System is about that best 
suited for this purpose under present conditions. 


—tThe Report 


_ “16. The independence of the Federal Reserve System must be an independence 
within and not from the government. The determination of monetary policy is an 
important public function and cannot be finally delegated to private parties.” 


___ It has seemed to me urgently necessary that the Federal Reserve System, 

if it is to have its present or increased monetary powers, must also have (a) an 

independence clearly sufficient to prevent its coercion, of course, by any private 

Pes Oy er ae interest or, what is equally important, by the executive branch of government; 

tp rae Hiatal (b) its monetary responsibilities sufficiently fixed in law, and sufficiently differ- 

P entiated from those of other agencies of government that the monetary responsi- 

bilities of the System are clear to other agencies, to the public, to Congress 

and to itself; and (c) the principles of its action also sufficiently fixed in law that 

they will be known to the Executive, the Congress, the public, and, above all 
and most important, to the Federal Reserve System. 


“It is only in these terms that I am able to think of the independence of the 
System and to judge proposals for its reorganization; for, as the report correctly 
observes, the problem of independence cannot be discussed in a vacuum but can 
only be meaningfully discussed in terms of independence to do what, when, and 
how; and, I must insistently add, in terms of responsibility for doing what 
when, and how.” , 


vent Executive co- 
ercion 


—Sen. Douglas 
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“21. We recommend that the law be amended so that the designation of the chatr- 
man of the board of governors by the President shall run for a term beginning shortly 
after the commencement of each Presidential term. dent 


“23. We believe that it is not merely the right but the duty of the President to pallu d eel aass 
seek to coordinate the economic policies of the government by discussion with all 
agencies participating in their formulation, including the Federal Reserve System.” 


"The duty of the Presi- 


“In my opinion, a mandate to the Federal Reserve System regarding mone- 
tary policy should be placed directly in the Federal Reserve Act. The mandate 
Mancdateishould. be should not be inferential, implicit, or interpretative. 

statutory “The several recommendations of the subcommittee . . . fail to go to the 
cing fot heart of the problem. The report, for instance, suggests increased powers over 
bank reserves; a smaller board of governors; a consultative council on monetary 
problems, established by executive order; a closer and clearer dependence of the 
chairmanship of the board on the term of the President; and shortened terms 
for the members of the board of governors.” } 


“These recommendations, with the probable exception of the one regarding 


< P reserve requirements, are not . . . matters of any great substance. None of 
saan eenations not | them represents a point that I would care at this time to argue individually or at 
matters of sub- | length. In the present state of confusion regarding responsibilities and prin- 


stance ciples of action, however, the total effect of these recommendations is not, as 


the report asserts, to leave the System ‘about as it is’ with regard to independ- 
ence, but they actually serve to weaken it substantially.” 


“1. The Period of Price Rise, June 1950-March 1951. Wholesale prices in 
the United States rose about 16% between June, 1950, and March, 1951. The in- 
crease in prices which followed the outbreak of hostilities in Korea was world-wide 


m scope and was greatest in internationally-traded raw materials. . . . The average | 4.61) to indicate the 
price of all commodities imported into the United States increased during this period A ae 2 of the prob- 
by 57.1%. . . .The increase in the average of all wholesale prices... was somewhat lem" 

less than that in most of the other principal trading countries of Western Europe and 


—The Report 


the British Commonwealth. . . . This comparison is not in any way intended to 
acquit the responsible policy-making authorities of the United States, including 
Congress, the Treasury Department and the Federal Reserve System, for any failure 
on their part to adopt appropriate policies during this period, but merely to indicate 
the scope of the problem with which they were confronted.” 


“It is said that the intention is merely to indicate the magnitude of the 
inflation problem. But the effect of the emphasis appears to involve an implicit 
argument not so much about the magnitude as about the nature of the problem. 
It is assumed that some factor was operative outside the United States inevitably 
making for a rise of prices within the United States, and that our own monetary 
sce Bae policy, therefore, probably had but a minor influence in producing the inflation. 
This emphasis minimizes the efficacy of the restraining monetary policy which 
we might have adopted and condones the unrestrained policy that we actually 
pursued.” 


Deals with nature of 
problem 


“The results are certainly not impressive as a demonstration of the short-period 
efficacy of general monetary policy, but must be judged in the light of the available | cy octterm demonstra- 
alternatives. In the absence of the stronger monetary policy represented by the ‘accord,’ tion not impressive 
the money supply might have risen more sharply and bank loans have leveled off ge yee. 
less than they did. 

“4 striking sidelight is the absence of short-period correlation between changes 
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in prices and changes in the money supply. The money supply increased very little 
during the period of sharply rising prices, but commenced to rise briskly after prices 
had leveled off. The history of changes in prices and money supply over a much 
longer period, as reviewed in the testimony before the subcommittee, shows a general 
correspondence between changes in prices and changes in money supply (adjusted 
for the growth of the economy and for changes in customs with respect to the holding 
of cash balances) over long periods, but a notable absence of short-run correlation 
between such changes.” 


“3. Could a More Vigorous Monetary Policy Have Averted the Price Rise ? 
The preceding discussion gives rise to the question: ‘Could a more vigorous monetary 
policy have averted the price rise between the outbreak in Korea and M arch 1951? 
This breaks down into the two subquestions: (1) Would the earlier adoption of the 
monetary policy represented by the ‘accord’ have averted the price rise, and (2) could 
at have been averted by a much more vigorous monetary policy? . What might have been 

“The monetary policy initiated by the accord was not a particularly stringent 
one. At their low during the year following the accord, the prices of twenty-year 
244% government bonds did not fall appreciably below 96, nor did the yreld on such 
bonds rise appreciably above 2.80%. It is doubtful that a monetary policy of this 
order of stringency, of it had been adopted promptly after the outbreak in Korea, 
would have had a substantial effect in moderating the price rise which followed. . . . 

“This 1s not to say, however, that a sufficiently vigorous policy could not have 
completely averted the price rise. There is no doubt that a monetary policy so 
vigorous as to have caused a 20- or 30-point decline in the prices of government 
securities and forced banks to cancel the lines of credit of even their best customers 
could have averted the increase in the wholesale price index completely.” 


—The Report 


“There is doubtless some truth in the allegation that the outbreak of the 
Korean war necessarily created world-wide excitements and fears, which in a 
degree were unrelated to the United States monetary policy of the moment. 
Inflation at home aj It must be remembered, however, that the United States is a dominant buyer in 

powerful interna- | the world market for most internationally traded raw materials. A flight from 

tional price factor | the American dollar into goods and commodities, therefore, would have an_ex- 
—Sen. Douglas tremely important causative influence on the world prices of these materials. 


“An inflation of credit in the United States, which permitted and encouraged 
such a flight from the dollar, either domestically, or internationally, would 
therefore seem to me to be a powerful contributing factor to the worldwide 
inflation noted in the report.” 


“Actually, at any particular point in time, we must act with respect to 
monetary policy on one of three possible assumptions. If it is assumed that there 
is no probable, direct, short-run relation between the money supply and prices, 
then we would be wasting time, when confronted with an immediate situation, 
Tires accumotiont?’orl in giving any consideration at all to the possible effects of changes in the money 

ae an an eae supply. On such an assumption, reliance would necessarily have to be placed 

ile on the direct control of the economic system rather than on general monetary 
and credit controls, which the report says should be the principal and primary 
means of achieving stability. 


“Or it may be assumed that there is an inverse relationship between money 
and prices. If this were true as a general proposition, we would be led into such 
absurd policies as, on the one hand, contracting the money supply when prices 
are falling in order to raise the price level, or, on the other hand, flooding the 
country with money when prices are rising in order to prevent an inflation, 

“There remains, then, only one sensible assumption . . . that even in the short 
run the probabilities are overwhelmingly in favor of prices moving directly with 
changes in the money supply, although, perhaps, with some occasional time lag. 
If we thus act on a sensible assumption in each and every short run, I am sure 


BUSINESS RECORD 


333 


ne would also, as short runs inevitably succeed each other, make sense in the 
ong run. 


“The readiness of the American people to fly frantically from their money was 
itself importantly conditioned by the preceding inflationary monetary policy— 
a policy that was in some measure necessary during the war years but... 
inexcusable in the postwar period. In large part, the American people fled from 
dPeeaiey| Rear tes their money after Korea because they had learned from many years’ experience 

postwar period" that nothing effective ever seemed to be done to protect the holders and savers 

of money by restraining an inordinate increase in its supply. Precisely because 
of the preceding lax, confused, and imprudent monetary record, the immediate 
post-Korean situation demanded prompt monetary restraints. 


“I believe that prompt and determined action, quite within the range of 
practical policy, would have materially altered people’s expectations regarding 
the desirability of holding or saving money, even granting the preceding experi- 
ence, and would thus have materially dampened down the inflationary oscillation 
that actually occurred. 


“The failure to take restraining measures promptly, and the actual supplying 
of more than a billion dollars of additional bank reserves, which further en- 
couraged the flight from money to goods, was in my judgment a gross blunder, 
which far outweighed any offsetting gains to the American economic system.” 


“The original purpose of establishing legal reserve requirements was to insure 
that all banks met a minimum standard of prudence in the amount of reserves they 
held. This was considered the only important purpose of reserve requirements at 
the tume the Federal Reserve Act was passed. 


“Since the establishment of the Federal Reserve System, reserve requirements 
have come to be looked upon primarily as instruments of credit control, and this | When we learned 
is their principal purpose today. Viewed in this manner, required reserves, the about reserves 
amount and character of which are prescribed by law, furnish the Federal Reserve The Report 
System with a fulerum upon which it can rest the lever of credit control. 


“Tf, for ecample, required reserves must consist exclusively of deposits in Federal 
Reserve banks . . . and must amount to 20% of deposit liabilities, then open- 
market operations which reduce available reserves to, say 18% of deposit liabilities 
will immediately put member banks in debt to their Federal Reserve banks and so 
initiate a wave of credit contraction. 

“Contrariwise, an addition of, say, 2% to reserve funds will make the banks ex- 
pansion minded—although here the effect 1s not as certain as on the side of contraction. 

“Tf such a fulcrum were not provided by legal requirements, a large portion of 
the reserve funds created or extinguished through Federal Reserve action might be 
absorbed in changes in the amounts of reserves which indwidual banks thought tt 
prudent to hold.” 


“The reserves of the New York City banks, in the period from 1863 to 1913, 
were a factor of primary importance to every phase of money market activity. 
A slip leash before '63 | The call loan market, the commercial paper market, the security market, were 

| all subject to their influence. A declining reserve ratio had been considered a 
catme New’? York Money warning signal by prudent bankers and businessmen even before 1863, but it 
had not then attained full legal recognition as a controlling element in the 


Market: Origins and De- 
velopment,’’Columbia Uni- : : 
versity Press, 193] amount of bank credit to be issued. 


“Before 1863 the reserve ratio was a slip leash which loosely held together 
the cash reserve and the total of bank credit outstanding; from 1863 to 1913 it 
was a rope of limited length which jerked the banks up sharply if they ventured 
too far in the direction of expansion.” 
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Not new in 1912 


—E. A. Goldenweiser in 


“Banking Studies’ pub- 
lished by the Federal Re- 
serve 


“As the credit control function of reserves has come to be better understood, 
their liquidity function has decreased in importance because banks have come to 


“In the conception of the framers of the Federal Reserve Act, based on past 
experience here and abroad, the principal instrument of credit control was the 
discount rate. It was assumed that, when member banks had made all the loans 
to customers that their funds [reserves] permitted and when additional cus- 
tomers with legitimate claims for accommodation presented themselves, the 
banks would go to the Federal Reserve Bank and rediscount some of their paper, 
thereby obtaining additional funds for lending to customers. When this occurred, 
the Federal Reserve Bank could discourage or encourage additional lending by 
raising or lowering the discount rate.” 


realize that required reserves are not really reserves at all in the liquidity sense, a8 | Secondary reserves— 
they cannot be used either to make loans or to meet the major portion of deposit ninanidend 


withdrawals. (If the required reserve percentage is 20%, then only 20 cents of a $1 
deposit withdrawal can be met from required reserves.) As a consequence, banks 
have come to rely increasingly upon secondary or excess reserves for their liquidity, 


—The Report 


and the significance of legal reserve requirements has come to be more and more 
concentrated on the credit control function.” 


Adam Smith talked 
about themin 1776 


—From “Wealth of Na- 
tions” (p. 234) as quoted 
in Moulton (see below) 


The theory was behind 
banking law of 
1863 

—Harold G. Moulton in 
“Financial Organization and 


the Economic System,” 
McGraw-Hill, 1938 


“Economic observers who were concerned with analyzing and interpreting 
the economic institutions of their time naturally described and discussed the 
commercial bank in terms of the conditions under which it then operated. 
In the words of Adam Smith: 

“<<. .a bank cannot consistently with its own interest advance to a trader 
the whole or even the greater part of the circulating capital with which he trades; 
because, though that capital is continually returning to him in the shape of 
money, and going from him in the same shape, yet the whole of the returns is 
too distant from the whole of the outgoings, and the sum of his repayment could 
not equal the sum of its advances within such moderate periods of time as suit 
the conveniency of a bank. 

** Still less could a bank afford to advance him any considerable part of his 
fixed capital; of the capital which the undertaker of an iron forge, for example, 
employs in erecting his forge and smelting-house, his workhouses and ware- 
houses, the dwelling-houses of his workmen, etc.; of the capital which the under- 
taker of a mine employs in sinking his shafts, in erecting engines for drawing out 
the water, in making roads and wagon-ways, etc.; of the capital which the 
person who undertakes to improve land employs in clearing, draining, manuring, 
and ploughing waste and uncultivated fields, in building farmhouses, with all 
their necessary appendages of stables, granaries, etc. 

“**The returns of the fixed capital are in almost all cases much slower than those 
of the circulating capital; and such expenses, even when laid out with the great- 
est prudence and judgment, very seldom return to the undertaker till after a 
period of many years, a period by far too distant to suit the conveniency of 


a bank...’ 


“The commercial bank thus came to be regarded as an institution which 
not only was, but should be, concerned merely with the furnishing of short-time 
funds for financing the purchase of commodities, the sale of which would make 
possible the liquidation of loans. It was emphasized by succeeding writers that 
such loans usually were, and always should be, backed by specific consignments 
of sper sa evidenced by bills of exchange drawn by the seller upon the 
purchaser. 


_ “Once this description of commercial bank operations had been incorporated 
in economic literature in the form of a statement of principles, the conception 
of the ‘true nature’ of the commercial bank remained fixed for more than a 
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An 1877 recommenda- 
tion 


—Margaret Myers, op. cit. 


The theory was behind 
the original Fed- 


eral Reserve Act 


—J. Laurence Laughlin as 
quoted by Moulton (see 
above) 


Well known in 1914 


—Ist annual report Fed- 
eral Reserve for period 
ending 12/31/14 
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century. This view of the proper functions of banking, moreover, found incor- 
poration in the banking legislation of many countries, including the United States. 


_ “It was the theory underlying our national banking law of 1863, and it was 
given added emphasis in connection with the Federal Reserve Act of 1913. 
Indeed, a large portion of the discussion leading up to the adoption of the Federal 
Reserve System stressed the importance of keeping bank assets liquid by con- 
fining the use of bank funds to short-time loans to businessmen engaged in the 
producing and marketing of goods—loans which would be ‘automatically self- 
liquidating’ in two or three months through the sale of goods bought with the 
very funds that had been borrowed. 


“Loans, the proceeds of which were used for the creation of fixed capital, 
plant, and equipment, were to be viewed with suspicion and kept to the smallest 
possible minimum. The act itself drew a sharp line between investment and 
commercial uses of funds and sought to confine the activities of commercial 
banks mainly to the financing of commodities in the hands of manufacturers, 
wholesalers, and retailers respectively.” 


“The American law, state or federal, has never recognized the existence of 
secondary reserves, those quick assets which form a part of every banker’s 
portfolio, and upon which the solvency of the bank often depends. The Comp- 
troller of the Currency in 1877 recommended that holdings of governments 4’s 
in small denominations be included in the legal reserves, taking the place of 
balances. . . . Because of the ready market for such securities, they would have 
been available in emergency, although at a heavy loss, and might have pre- 
vented the deadlock in call-loan liquidation which marked a panic. English 
banks were accustomed to hold large amounts of their own government consols, 
and to look upon them as reserves in fact, although there were no legal minimum 
requirements in this country. A more carefully selected portfolio as secondary 
reserve might have helped to protect New York banks from the strain to which 
they were periodically subjected.” 


“Economists, moreover, continued to state the principles of banking in 
terms of the old conception. Thus J. Laurence Laughlin, who played an important 
role in the development of the Federal Reserve System, wrote: 

“**The business of the bank consists of dealing in the commercial paper 
which grows out of current transactions. When a man desires funds for a long 
period, he should get them, not from the bank, but from those who have spare 
capital to invest for some considerable period of time. The bulk of banking 
business . . . consists of instruments evidencing claims upon individuals, stated 
in terms of money, and resulting from operations requiring a comparatively 
short period for their consummation.’ ”’ 


“The resources of a reserve bank, to be useful for its peculiar purposes, should 
always be readily available. It follows, therefore, that they should be mainly 
invested in such short-term liquid investments as can be easily converted into 
cash as occasion may require. This conception of a reserve bank, moreover, 
implies that its investments should be marshaled in a steady succession of 
maturities, so that it may at all times as nearly as possible prove equal to the 
situation. 

“The ready availability of its resources is of supreme importance in the con- 
duct of a reserve bank. Only then can it become a safe and at the same time 
flexible instrument of guidance and control, a regulator of interest rates and 
conditions. Only then will it constantly carry the promise of being able to pro- 
tect business against the harmful stimulus and consequences of ill-advised 
expansions of credit, on the one hand, or against the menace of unnatural re- 
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The idea as put by a 
textbook 


—Eugene E. Agger in 
“Organized Banking,” 
Henry Holt, 1918 


strictions and unnecessary contractions, on the other, with exorbitant rates of 
interest and artificial stringencies.”’ 


“The nature of the liabilities assumed by the bank in the conduct of its 
business requires that the bank’s investments be so arranged that they constitute 
a supplementary or secondary reserve. Most of the bank’s liabilities are, as we 
know, demand liabilities; 7.e., liabilities payable in cash on demand. We know, 
however, that, as a matter of fact, the bank has in actual cash only a percentage 
of its outstanding liabilities and that herein is to be found the possibility of its 
earning profits. An increased need for cash can then be met only through the 
sale of some of the bank’s assets. These assets must, therefore, be of a kind to 
permit ready sale. They must, in other words, be of such a character that they 
will, in due season, naturally, easily, and without loss, liquidate themselves, or 
that with a minimum of trouble and of risk of loss they can be readily ‘marketed’ 
by the banker himself.” 


Financial Notes and Footnotes 


AT THE REQUEST of the New York Stock Ex- 
change, The Brookings Institution some time ago 
undertook a study of corporation shareholding in the 
United States. The study has now been completed 
and a volume by Lewis H. Kimmel, entitled “Share 
Ownership in the United States,” has appeared. 

The data have attracted a good deal of attention 
in Wall Street. This is the first postwar estimate of 
the number of owners of corporation stock. The fig- 
ure comes out larger than some of the earlier prewar 
estimates and smaller than others—the total is slightly 
less than 6.5 million holders of ‘publicly owned" stocks. 


The Federal Reserve (University of Michigan) 
studies on consumer finances estimated that, in 1949, 
about 4 million “spending units” held stock in one or 
more “publicly owned” corporations. That is to say, 
one or more members of each of some 4 million such 
“spending units” owned such stock. 

Stock Exchange houses have found the figures 
definitely interesting. One such house, Carl M. Loeb, 
Rhoades & Company, has this to say about the results: 


“The Stock Exchange has made a unique contribu- 
tion to a question frequently asked but never before 
thoroughly answered: Who owns the public corpora- 
tions of American industry? As it so often happens 
with matters on which there is no reliable information, 
prejudice speaks with full conviction in the field of 
stock ownership, too. Thus, there has existed for many 
years the firm belief that women own more stock than 
men. The study of the Stock Exchange puts things right 
in this respect. It finds that there were more 'share- 
holdings’ (ownership of shares of one class in one cor- 


poration) in the name of women—to wit, 37.5%, as 
against 37.0% for men, the rest belonging to institu- 
tional owners. As to the number of shareholders, men 
outnumber women 3,260,000 to 3,230,000. 


* * xX 


"Altogether there are 6.5 million shareholders. This 
sounds like a very large number, and the figure is in- 
deed misleading. Half of them own stock in only one 
corporation, representing in most cases the success of 
an employee stock-ownership plan (as in A. T. & T.}, or 
that of a stock sale promotion to consumers e prac- 
ticed in the Twenties by many utilities), or other acci- 
dental reasons. No one can very well be described as 
a common stock ‘investor’ in the usual sense, unless 
he owns either several stocks or shares in an investment 
trust. When it comes to people owning shares in at 
least five companies, the number of stockholders shrinks 
rapidly to 1,320,000 individuals, or to about 1% of 
the adult population. It is not surprising to find that 
44.8°/, of business executives are stockholders in one 
sense or another, that that percentage declines rapidly 
to 13% among professional persons, to 7.6°/, among 
clerical personnel, and finally to 1.2% among skilled 
and 0.2% among semiskilled workers. 


*x* * x 


"The figures prove that a great deal remains to be 
done to democratize and popularize stock ownership. 
We are still a long way from a state of affairs where 
most people have a stake in American business, how- 
ever small, other than their jobs." 


For those interested in the identities of the indi- 


vidual companies where shareholdings are the largest, 


a table, taken from page 130 of Mr. Kimmel’s study, 
Is presented on page 298. 
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